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New Issue

Summary Rating Rationale
Moody's Investors Service has assigned a Aa1 rating to the City of Batavia, IL's $6 million
General Obligation Bonds, Series 2017. Moody's maintains a Aa1 rating on the city's
outstanding general obligation unlimited tax (GOULT) debt. Inclusive of the current sale, the
city will have $39.1 million in outstanding GOULT debt.
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The Aa1 incorporates the city's affluent tax base, its very strong financial position and its low
debt burden. It balances these credit strengths against a high and growing pension burden
that we do not expect will materially challenge the city over the next few years.
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» Strong fund balance and liquidity
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» High resident income and wealth

» Low net direct debt burden

» High and growing pension burden

Rating Outlook
Outlooks are usually not assigned to local government credits with this amount of debt.

Factors that Could Lead to an Upgrade
» Moderation of the city's high pension burden
» Sustained tax base expansion

Factors that Could Lead to a Downgrade
» A weakened economic profile
» Materially narrowed fund balance or liquidity
» Continued growth in the city's pension burden or significant borrowing
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Key Indicators
Exhibit 1

Batavia (City of) IL

2012

2013

2014

2015

2016

Economy/Tax Base
Total Full Value ($000)

$

2,995,094 $

2,873,236 $

2,744,049 $

2,710,243 $

2,747,583

Full Value Per Capita

$

116,572 $

110,752 $

105,927 $

103,821 $

105,494

161.9%

167.7%

174.0%

172.7%

172.7%
25,729

Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

22,817 $

23,636 $

25,090 $

25,925 $

Fund Balance as a % of Revenues

$

53.6%

59.0%

63.2%

64.9%

64.1%

Cash Balance as a % of Revenues

45.2%

51.6%

54.6%

59.0%

55.3%

10,435 $

9,380 $

8,490 $

Debt/Pensions
Net Direct Debt ($000)
Net Direct Debt / Operating Revenues (x)
Net Direct Debt / Full Value (%)

$

7,890 $

7,270

0.5x

0.4x

0.3x

0.3x

0.3x

0.3%

0.3%

0.3%

0.3%

0.3%

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

2.1x

2.4x

2.6x

2.9x

3.4x

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

1.6%

1.9%

2.3%

2.8%

3.2%

The table above does not include the most recent sale or valuation data.
Source: Moody's Investors Service, Batavia's audited financial statements, and US Census Bureau

Detailed Rating Considerations
Economy and Tax Base: Affluent, suburban Chicago community
The city will continue to derive long-term economic stability from its affluent residential base, which, as an outer suburb of Chicago,
maintains some ties to the large metropolitan area. After steadily declining in value, the city's tax base grew 1.4% in 2016 and 4.4%
in 2017. But, at $2.9 billion, Batavia's full value remains below its 2009 high of $3.3 billion. The city is relatively built-out, but some
development is occurring along the riverfront and west side of the city. The nearby Fermilab plans to add approximately 2,000 scientist
positions through 2020. Median family income is a very strong 172.7% of national median. The city's unemployment rate was 4.4% in
August 2017.
Financial Operations and Reserves: Strong fund balance and liquidity
The city's financial position is strong and broad legal flexibility to raise revenue will support operational stability going forward.
Property taxes are the city's single largest revenue source and comprise 25% of annual operating revenue. Sales and other taxes make
up another 50% of revenue. As a home rule city, Batavia is not subject to statutory caps on property taxes and it has the power to
impose variety of taxes without voter approval. In 2016, the city enacted a new 2% liquor tax and raised its local gas tax. It also made
permanent a prior 0.5% increase in its local sales tax that it had first adopted on a temporary basis in 2014.
The city closed fiscal 2016 with an available fund balance across its major operating funds (general and debt service funds) of $16.5
million or an ample 64.1% of revenue. This reflected a $1 million use of fund balance to pay debt service and capital projects. The city
will close the current fiscal 2017 on December 31. Officials report it is on track for operational balance, but the city plans to use $1.4
million to finance an economic development investment. The city plans to follow the 2017 investment with a cumulative $4.5 million
drawdown of existing fund balance through 2019. The investment consists of payments to one of the city's major employers, Suncast
Corporation. Were the city to spend a total of $5.7 million, it would close fiscal 2019 with a fund still in excess of 50% of current
revenue.
LIQUIDITY

The city closed fiscal 2016 with operating net cash of $14.2 million, or a healthy 55.3% of revenue. The city held an additional $3.8
million in a capital fund.
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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Debt and Pensions: Low debt burden with potential future issuances; Elevated unfunded pension liabilities
Batavia's debt burden will remain low despite planned borrowing. Net of bonds actively repaid by the city's waterworks, sewerage
and electric enterprises, direct debt is 0.4% of the city's full value and 0.4x its operating fund revenue. The city may issue up to $16
million of bonds in 2018 to finance downtown redevelopment projects. The city plans to pay debt service on these bonds with revenue
collected from its tax increment financing districts.
The Moody's adjusted net pension liability (ANPL) for the city, our measure of a local government's pension burden that uses a marketbased interest rate to value accrued liabilities, is high at 3.1% of full value and 3.5x operating revenue. The ANPL also grew steadily over
the past several years and represents the city's key credit challenge. The city's fixed costs, consisting of debt service and retirement plan
contributions, were a moderate 18% of revenue. However, as discussed below in more detail, pension contributions to the city's two
public safety plans have not been sufficient to stave off growth in reported net pension liabilities.
DEBT STRUCTURE

The city's outstanding debt is fixed rate. Amortization is relatively slow with 58.2% of GO debt retired within 10 years.
DEBT-RELATED DERIVATIVES

The city has no exposure to derivatives.
PENSIONS AND OPEB

Batavia manages two single-employer pension plans for employees of its police and fire departments. It is also a member of the Illinois
Municipal Retirement Fund (IMRF), a defined benefit, multi-employer agent plan. The three-year average of the city's ANPL steadily
grew to $88.6 million in 2016 from $47.8 million in 2012. On a single-year basis, the city's 2016 ANPL was $101.4 million, up from $59
million in 2012.
The city's contributions to its three pension plans grew to $3.7 million in 2016 from $2.9 million in 2012. The 2016 pension
contribution was 14% of revenue, which is high for local governments. However, the city's overall fixed cost burden remains moderate
because the majority of debt service is paid by its business enterprises. At the same time, the city's fiscal 2015 contribution to its two
public safety plans was 85% of those two plans' combined “tread water” indicator, which is the amount needed to forestall growth
in reported net pension liabilities assuming other plan assumptions hold.1 The city's public safety contribution increased to 91% of
treading water in fiscal 2016. The “tread water” payment is heavily influenced by a pension plan's chosen discount rate and even
contributions that tread water will not necessarily reduce a local government's ANPL.
Management and Governance: Moderate institutional framework; Home rule authority
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 Batavia, have substantial revenue-raising authority. The city can raise various local taxes and fees without approval by voters or
the state. 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.

Legal Security
Debt service on the city's GO bonds, including the 2015 bonds, is secured by the city's GO unlimited tax pledge in which the full faith,
credit and resources of the government are pledged, and are payable from a dedicated ad valorem tax, which may be levied without
limitation as to rate or amount.

Use of Proceeds
Proceeds from the Series 2017 bonds will be used to finance capital improvements within the city.

Obligor Profile
Located approximately 35 miles west of Chicago (Ba1 negative) in Kane County (Aa1), the city encompasses approximately 10 square
miles and has a population of approximately 26,000 residents

3

16 November 2017

Batavia (City of), IL: New Issue - Moody's Assigns Aa1 to Batavia, IL's GO Bonds

U.S. PUBLIC FINANCE

MOODY'S INVESTORS SERVICE

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in December 2016. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings
Exhibit 2

Batavia (City of) IL
Issue

General Obligation Bonds, Series 2017
Rating Type
Sale Amount
Expected Sale Date
Rating Description

Rating

Aa1
Underlying LT
$6,000,000
12/04/2017
General Obligation

Source: 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 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 investment performance that exceeds to 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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