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Moody’s Affirms City’s A1 Bond Rating; Assigns Negative Outlook. 

On September 25, 2018, Moody’s Investors Service affirmed the City’s current bond 
rating of A1. While the City maintained its bond rating, Moody’s assigned a negative 
outlook to that rating in its most recent rating review. 

The negative outlook on the City’s bond rating is largely based on “high and growing 
pension burden and rising budgetary pressures that are beginning to impact reserves.” 
In their report, Moody’s cited two factors that could contribute to an improved bond 
rating. Those factors are a “material reduction in the city’s leverage related to long-term 
debt and pension liabilities” and “expansion and diversification of the tax base.” 
Conversely, Moody’s identified several factors that could lead to a rating downgrade in 
the future, including “deterioration in resident income levels or tax base valuation, 
declines in the city’s reserves or liquidity, and increased leverage to the city’s debt or 
pension burden.” 

For several months, the City has been engaged in a process of identifying budget-
balancing measures to improve its overall fiscal health. On September 18, 2018, the 
City Council was presented with budget-balancing proposals that included significant 
expenditure reductions and new revenue streams. Discussion of those proposals will 
continue throughout October and November as the City moves towards finalizing its 
Fiscal Year 2019 Annual Budget. 

Questions regarding the City’s bond rating should be directed to Interim City 
Manager/Finance Director Molly Talkington at 815-748-2382. 

# # # 
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Moody’s Press Release, September 25, 2018 
Moody’s Credit Opinion, September 25, 2018 



Rating Action: Moody's affirms City of DeKalb, IL's A1 GO rating; outlook
negative

25 Sep 2018

New York, September 25, 2018 -- Moody's Investors Service has affirmed the City of DeKalb, IL's A1 general
obligation unlimited tax (GOULT) rating. The city has $29 million in debt outstanding. The outlook is negative.

RATINGS RATIONALE

The City of DeKalb's A1 rating reflects a moderately sized tax base with a local economy that is supported by
the strong institutional presence of Northern Illinois University (Ba2 negative), significant financial flexibility and
healthy reserves. The rating also incorporates the city's elevated and growing pension burden and high fixed
costs.

RATING OUTLOOK

The negative outlook is based on the city's high and growing pension burden and rising budgetary pressures
that are beginning to impact reserves. An inability to constrain growth in the city's pension burden or
weakening of the city's financial position could result in downward rating movement over the next one to two
years.

FACTORS THAT COULD LEAD TO AN UPGRADE

- Material reduction in the city's debt and pension burden

- Expansion and diversification of the tax base

FACTORS THAT COULD LEAD TO A DOWNGRADE

- Deterioration in resident income levels or tax base valuation

- Declines in the city's reserves or liquidity

- Increased leverage related to the city's debt or pension burden

LEGAL SECURITY

The city's outstanding GOULT bonds are secured by the city's GO pledge with the ability levy a tax unlimited
as to both rate and amount to pay debt service.

PROFILE

The City of DeKalb is located 60 miles from downtown Chicago (Ba1 stable) along I-88 corridor and serves as
the county seat for DeKalb County (Aa1). The offers a sizeable retail presence for the county and city serves
an estimated population of 43,000.

METHODOLOGY

The principal methodology used in these ratings 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.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this



announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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PURCHASE, HOLDING, OR SALE.  
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De Kalb (City of) IL
Update to credit analysis following assignment of negative
outlook

Summary
The City of DeKalb (A1 negative) benefits from a moderately sized tax base with a local
economy that is supported by the strong institutional presence of Northern Illinois University
(Ba2 negative), significant financial flexibility and healthy reserves. The city's credit attributes
are balanced by an elevated and growing pension burden and high fixed costs.

On September 25, 2018 Moody's assigned a negative outlook to the city's A1 rating.

Credit strengths

» Institutional presence of Northern Illinois University

» Home-rule government with considerable revenue raising flexibility and healthy reserves

Credit challenges

» Sizable and growing pension burden with elevated fixed costs

» Exposure of main local economic institution to the State of Illinois (Baa3 stable)

Rating outlook
The negative outlook is based on the city’s high and growing pension burden and rising
budgetary pressures that are beginning to impact reserves. An inability to constrain growth
in the city’s pension burden or weakening of the city’s financial position could result in
downward rating movement over the next one to two years.

Factors that could lead to an upgrade

» Material reduction in the city's leverage related to long-term debt and pension liabilities

» Expansion and diversification of the tax base

Factors that could lead to a downgrade

» Deterioration in resident income levels or tax base valuation

» Declines in the city's reserves or liquidity

» Increased leverage related to the city's debt or pension burden

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1142784
https://www.moodys.com/credit-ratings/De-Kalb-City-of-IL-credit-rating-420700
https://www.moodys.com/credit-ratings/Northern-Illinois-University-IL-credit-rating-600024377
https://www.moodys.com/credit-ratings/Illinois-State-of-credit-rating-600024371
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Key indicators

Exhibit 1

De Kalb (City of) IL 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $1,603,021 $1,459,230 $1,396,295 $1,405,639 $1,513,099 

Population               44,281              44,092              43,483               43,269              44,030 

Full Value Per Capita $36,201 $33,095 $32,111 $32,486 $34,365 

Median Family Income (% of US Median) 92.2% 89.9% 87.1% 90.1% 90.1%

Finances

Operating Revenue ($000) $30,912 $33,077 $35,709 $55,729 $35,666 

Fund Balance ($000) $5,184 $6,027 $8,202 $8,681 $8,474 

Cash Balance ($000) $3,037 $3,989 $5,152 $5,711 $5,394 

Fund Balance as a % of Revenues 16.8% 18.2% 23.0% 15.6% 23.8%

Cash Balance as a % of Revenues 9.8% 12.1% 14.4% 10.2% 15.1%

Debt/Pensions

Net Direct Debt ($000) $40,769 $38,068 $34,767 $32,245 $28,666 

3-Year Average of Moody's ANPL ($000) $105,164 $117,782 $126,414 $147,814 $170,531 

Net Direct Debt / Full Value (%) 2.5% 2.6% 2.5% 2.3% 1.9%

Net Direct Debt / Operating Revenues (x) 1.3x 1.2x 1.0x 0.6x 0.8x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 6.6% 8.1% 9.1% 10.5% 11.3%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 3.4x 3.6x 3.5x 2.7x 4.8x

Note: During fiscal 2016 the city's transitioned to a calendar year audit. Fiscal 2016 figures in the table include the full 12 month audit and the six month fiscal 2016 audit.
Source: City's audited financial statements; Moody's Investors Service, US Census Bureau

Profile
The City of DeKalb is located 60 miles from downtown Chicago (Ba1 stable) along I-88 corridor and serves as the county seat for
DeKalb County (Aa1). DeKalb offers a sizeable retail presence for the county and serves an estimated population of 44,000 residents.

Detailed credit considerations
Economy and tax base: moderately sized tax base benefits from university presence
DeKalb's economy will continue to benefit from the institutional presence of Northern Illinois University. Although the city's tax base
declined by 28% between 2010 and 2015, it has been recovering in recent years. Since it's 2015 low point, the base grew by 14%, to
$1.6 billion, though still remains below pre-recession levels. The city's top 10 largest taxpayers comprise 15% of its assessed value and
include 3M Company (A1 stable; 4.0%) and Target Corporation (A2 stable; 2.1%). Operations among the city's larger taxpayers and
employers are currently stable, with modest expansions underway.

The institutional presence of Northern Illinois University, the largest employer in the city, provides some stability to the local economy.
The large student population, which is equal to approximately half of the total population, depresses the city's median family income
(90% of the US median) and places the figures below average for the rating category. As of May 2018, the city's unemployment rate
(3.7%) was on par with the state's rate (3.5%) and the national rate (3.6%).

Financial operations and reserves: solid reserves and improved financial position
We expect the city's financial position to remain healthy given its legal flexibility to raise local revenue and current reserve position,
although steadily increasing unfunded liabilities signal rising cost pressure from pensions. The city ran five consecutive operations
surpluses between fiscal 2012 and fiscal 2016, growing the available fund balance to $8.5 million from $4.9 million across the General
Fund and Debt Service Fund. Most recently, the city closed fiscal 2017 with a modest $200,000 decrease in fund balance brining
available reserves to $8.6 million and 24% of operating revenue. As explained in more detail in the pension section below, the city’s

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/3M-Company-credit-rating-496500
https://www.moodys.com/credit-ratings/Target-Corporation-credit-rating-223000
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fiscal 2017 pension contribution fell below our “tread water” indicator, with the city contributing 83% of this benchmark. Although the
city’s fund balance remained relatively stable in 2017, we note that the unfunded pension liabilities continued to grow.

The city is projecting a $500,000 deficit in fiscal 2018 and an additional $1.2 million deficit in 2019. Management's intention is to
move forward with revenue and expenditure adjustments in the fiscal 2019 budget with a goal of growing fund balance to 25% of
expenditures. Some of the revenue enhancements being considered include increased property taxes, video gaming licensing and
ambulance fees.

The city has maintained steady revenues from its property tax base, despite declines in valuation experienced during the recession.
However, property taxes comprise a relatively small share of the city's revenues, at just 16% of the city's operating revenue.
Intergovernmental revenues, primarily state sales taxes and shared state income tax revenues, provide 32% the city's operating revenue
while local home rule sales taxes comprise 18% of revenue.

LIQUIDITY
The city closed fiscal 2017 with a net cash position of $5.4 million, equal to 15% of revenue across the General Fund and Debt Service
Fund. The difference between the city's cash position and available fund balance is largely driven by the timing of certain state shared
revenue.

Debt and pensions: elevated leverage related to long-term debt and pension liabilities
The city's leverage related to its debt and pension burdens has increased substantially in recent years, and is expected to remain
elevated. The direct debt burden is equal to 1.8% of full value and it's overall debt burden inclusive of overlapping governments is equal
to 7.5% of full value.

The city's pension burden is very elevated and growing. It's three-year average Moody's adjusted net pension liability of $170 million
is equal to 10.6% of full value, or 4.7x operating revenue. The city's fixed costs inclusive of debt service and retirement contributions
comprised a significant 30% of operating revenue. The city's net direct debt and single-year adjusted net pension liabilities reached
609% of the city's operating revenue in fiscal 2017, compared to 317% in 2010 (see exhibit).

Exhibit 2

DeKalb's balance sheet leverage from debt and unfunded pensions has nearly doubled since 2010
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Source: Audited Financial Statements, Moody's Investors Service

DEBT STRUCTURE
All of the city's outstanding debt is fixed rate with 87% of outstanding principal retired within ten years.

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

PENSIONS AND OPEB
The city's pension liabilities are elevated and growing. Although the city's police and fire pension plans are single employer plans,
benefits and employee contribution levels are established by Illinois statute. Non-public safety employees of the City of DeKalb
participate in the Illinois Municipal Retirement Fund (IMRF). On a reported basis, the combined unfunded liabilities for the city's three
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pension plans grew to $81 million in fiscal 2017 from $72 million in fiscal 2015, a 14% increase. The city's single year Adjusted Net
Pension Liability (ANPL) increased to $188 million in fiscal 2017 from $143 million in fiscal 2015, a more than 30% increase. Moody's
ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities, including the use of a market
based discount rate to value accrued liabilities rather than the assumed rate of investment return on plan assets. Dekalb's reported
pension liabilities in fiscal 2017 were based on a 7.0% discount rate, while our adjustments reflect the use of a 3.60% discount rate as
of December 2017.

Even though the city's funding policy going forward is to adhere to the state's requirements, its low contribution levels have directly
added to its growing unfunded pension burden. The city's fiscal 2017 contributions fell below our “tread water” indicator, with the city
contributing 83% of this benchmark. The gap between the city's pension contribution and the “tread water” indicator amounted to
approximately 3% of its fiscal 2017 operating revenue. The “tread water” indicator 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 implied interest on the reported Net
Pension Liability at the start of the fiscal year. Going forward, the city plans to increase its contributions. The city's estimated fiscal
2018 contribution for all three plans is $7.2 million, compared to $6.6 million in fiscal 2016.

The city has an Unfunded Actuarial Accrued Liability (UAAL) for its other post employment benefit (OPEB) plan equal to $26 million,
which reflects the implicit rate subsidy of permitting retirees to remain on the city's health care plan. During fiscal 2010, the city
instituted a phasing out period for retiree health benefits, which has reduced its unfunded OPEB burden by 26% since 2010.

Management and governance: moderate institutional framework; home rule status provides broad revenue raising
authority
Illinois cities 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. 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.

Management follows a formal fund balance policy of maintaining reserves equal to 25% of annual expenditures, has a 10 year
capital improvement plan for the Water Fund and has also developed a five year capital improvement plan for the general capital
infrastructure of streets, fleet and equipment.
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