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Moody's Rating

ISSUE RATING

General Obligation Bonds, Series 2012A  Aaa
Sale Amount $8,040,000

Expected Sale Date 01/31/12
Rating Description Genera! Obligation

General Obligation Bonds, Series 2012B  Aaa
Sale Amount $1,645,000
Expected Sale Date 01/31/12
Rating Description General Obligation

Moody's Outlook N/A

Opinion

NEW YORK, January 26, 2012 --Moody's Investors Service has assigned a Aaa rating to the Village of
Vernon Hills' (IL) $8 million General Obligation Bonds, Series 2012A and $1.6 million General Obligation
Bonds, Series 2012B. Concurrently, Moody's has affirmed the Aaa on the village's outstanding general
obligation debt, affecting $49.2 million post-sale. .

SUMMARY RATING RATIONALE

The bonds are ultimately secured by the village's general obligation unlimited tax pledge. Proceeds from
the bonds will Jong-term finance the district's outstanding Taxable Subordinate Lien Tax Increment
Revenue Notes Series 20084, 2008B and 2010 per the original finance plan. The hotes were originally
issued to finance infrastructure development in the village's Towncerter Tax Increment Finance (TIF)
district. The village expects to pay debt service on the bonds with TIF revenues generated in the district.
The highest Aaa rating incorporates the village's sizable tax base located near Chicago with a rebounding
commercial sector: strong financial operations with ample liquidity; and low direct debt that is fully
supported by non-property tax revenues.

STRENGTHS

-Healthy reserves with ample liquidity




-Strong management and fiscal discipline

-Recent attainment of home-rule status, unlimited revenue raising flexibility

WEAKNESSES ’

-Financial operations dependent on economic sensitive revenues, lack of property taxes
-Delay in TIF development

-Substantial amount of TIF debt outstanding

DETAILED CREDIT DISCUSSION

SIZABLE TAX BASE LOCATED NEAR CHICAGO; REBOUNDING COMMERCIAL SECTOR

The village's sizeable $3.7 billion taxbase is expected to remain stable given recent commercial & retail
developments. The village is located northwest of Chicago (GO rated Aad/stable outlook) and residents
benefit from surrounding employment centers. Largely residential (71 .5%), the village has a sizable
commercial presence (28.5%) and serves as a retail destination for surrounding communities in suburban
Lake County (GO rated Aaa). Westfield Shoppingtown Hawthorn mall is the largest property taxpayer in
the village and anchored by Sears (issuer rating B3/negative), Carson Pirie, JC Penny's, and Macys
(Baa3/stable). The mall is also the village's largest employer with 2,500 employees. More recently, the
village's commercial and retalt sector has rebounded after several closures a few years ago. Several
large retailers, including Circuit City, Linens & Things, Home Expo, and Tweeter's closed stores inthe
village. Notably, all the spaces have been re-occupied by other retailers including Tiger Direct, Petsmart,
Steinhafel's and other smaller retail stores and restaurants. Due to the aforementionad closures, the
village's taxbase and sales tax revenues experienced declines. The village's taxbase declined by 3.4% in
2010, but is still growing at a modest average annual rate of 2.5% over the past five years. Officials
expect additional retail and commercial development in the near-term which will help increase valuations.

The village's poputation has grown significantly in the past few decades, more than doubling since 1990,
The village attained home-rule status in the summer of 2011 to a current population of 25,113
Socioeconomic indicators exceed state medians with per capita money income at 139.3% and median
household income at 157.8% of the state, betwaen 2005 and 2009. Lake County unemployment levels
(8.6% in November 2011) have historically faflen below the state (9.4%during the same period).

STRONG FINANCIAL OPERATIONS WITH AMPLE RESERVES; PROVIDES SIGNIFICANT CUSHION
AGAINST ECONOMICALLY SENSITIVE REVENUES

Despite reliance on non-property tax revenues, the village's financial operations are expected to remain
healthy given ample liquidity, prudent fiscal management, and home-rule status. The recent designation of
as a home-rule unit of government affords the village urlimited revenue raising flexibility. The village
continues to maintain very healthy reserves above a 100% of revenues over the past few years despite
declining revenue streams . In fiscal 2010, reflecting weak sales tax revenues, the village utllized
approximately $2 million of General Fund reserves, but still ended the year with balance of $19.9 million,
or a strong 113.2% of revenues. As revenues were becoming pressured, officials implemented significant
expenditure reductions which included the elimination of 30 positions through attrition, consolidation of
several departments, early retirement, reduction of capital projects, and overall departmental cuts. As a
resuit, in fiscal 2011, the General Fund posted a $2.3 million surplus. Fiscal 2011 closed with a General
Fund balance of $22.2 million (112.3% of revenues) and a cash balance of $19.5 million (98.3%). The
aforementioned expenditure cuts generated savings that are expected to carry forward. For fiscal 2012,
the village passed a balanced budget and officials report positive operations year-to-date. Though the
village does not have a formally codified fund balance policy, officials cite an informal target to maintain
reserves at a minimum of 67% of current year's expenditures.




The village does not levy property taxes and is significantly reliant on sales tax revenues and other
economically sensitive revenue streams, Sales tax revenues accounted for 47.7% and other taxes, which
include telecommunications, 911, hotel & motel taxes, accounted for 15.3% of General Fund revenues.
Sales tax revenues fell by a considerable 9.6% in fiscal 2009 due to the loss of several large retailers.
Sales tax revenues increased by 5.7% in 2010 but fell again in 2011 by 6.2%. The village budgeted for a
294, decline for fiscal 2012, however, notably sales tax revenues are tracking positively. The village's
dependence on sales tax revenues is mitigated by ample reserve levels and unlimited revenue raising
flexivility as a home-rule entity, Officials do not plan to increase revenues to keep the village's sales tax
rate competitive. However, the village's operations are expected to remain strong given the demonstrated
willingness to reduce expenditures and overall strong fiscal management.

LOW DEBT BURDEN FULLY SUPPORTED BY NON-PROPERTY TAX REVENUES

The village’s direct debt burden is minimal at 0.7%. The village's overall debt burden is moderate at 2.6%,
incorporating approxXimately $70 million of overlapping debt from other municipalities, indicative of the
population growth that the area is experiencing. Favorably, all of the village's direct debt is paid from
alternate revenues including sales tax and TIF revenues. The village's sales tax base reflects a region
considerably larger than the village's own population, thereby mitigating the burden on local residents.
Notably, the property tax levy for the debt is abated only after sufficient funds are on hand to pay debt
service, which eases concerns normally associated with alternate revenue supported debt. Amortization is
average with 70% of principal repaid in ten years.

In addition to-general obligation debt, the village has $7 million in non-rated TIF revenue debt outstanding,
originally issued in 2007. The village expects to refinance the 2007 TIF debt through a combination of
long-term GO debt and cash n fiscal 2018. Officials have no plans to issue new debt as the village has
historically cash financed capital improvement projects. All of the village's outstanding debt is in fixed rate
mode and village is not party to any derivative agreements. '

What could change the rating - DOWN

- Significant structural imbalance in the General Fund leading to material declines In fund balance and
liquidity

- Deterioration of the village's tax base and demographic profile

KEY STATISTICS:

2010 Population (census): 25,113 (24.8% increase from 1990)

2010 Fuli valuation: $3.7 billion

Full vaiue per capita: $148,966

2005-2009 Per capita money income: 139.3% of state

2005-2009 Median household income: 157.8% of state

Lake County unemployment rate {November 2011): 8.6% (State of IHlinois: 9.4%)
Overall debt burden: 2.7% (direct: 0.7%)

Amortization of principal (10 years). 70%

Fiscal 2011 General Fund balance: $22.2 million (112.3% of General Fund revenues)

Fiscal 2011 Percentage of operating revenues derived from sales taxes: 47.7%




Post-sale TIF revenue debt ouisténdlng: $7 million (nor-rated)
Post-sale GO debt outstanding: $19.2 milllion
PRINGIPAL METHODOLOGY -

The principal methodology used in this rating wéis General Gblgation Bonds lssued by U.S. Local

Governments publishied in October 2009. Please see the Credit Policy page on www.moodys.com fora
copy of this methodology. '

REGULATORY DISGLOSURES .

Although this credit rating has beenissued ina non-EU country which has not been recognized as
endorsable at this date, this credit rating is deemed "EU qualified by extension” and may stil be used by
financial institutions for regulatory. purposes until 30 April 2012. Further information on the EU
endorsement status and on the:Moody's office that has.issued a particular: Credit Rating is available on
www.moodys.com. ' IR PP : L - -

For, ratings Issued of @ program, series.or category/class ofdebt, this announcement provides relevant

regulatory disclosurésin relation to:eachrating of & subsequently issued bondor note of the same series
or category/class of debt or purstiant to:a pragram for which the ratings are derived exclusively from
existing ratings in accordance with' Moody's rating. practices.:For ratings issued.on asupport provider, this
announcement provides relevant regulatory:disclosures. in refation to the rating action on the:support
provider and inrelation to each particular rating-action for securities:that derive their credit ratings from
the.support provider's credit-rating. For provisional ratings, this anristncement provides relevant
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 riot-changed prior to the assignment of the definitive: rating in & manner that
would have affected the rating. For further information please see the. ratings tab on the issuet/entity page

for the respective Issuer on www.moodys.com.

Information sources used to prepare the rating are the following: parties involved inthe ratings, parties
not involved in the ratings, public information, confidential and proprietary Moody's Investors Service's
information, and confidential and proprietary Moody's Analytics' information.

Moady's considers the quality of information available on the rated entity, obligation or credit satisfactory
for the purposes of issting a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient
quality and from sources Moody's considers to be reliable including, when appropriate, independent third-
party sources. However, Moody's is not an auditor and cannot In every Instance independently verify or
validate information received in the rating process. ‘

Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts
of interests, '

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major
shareholders (above 5%) and for (B) further information regarding certain affiiiations that may exist
between directors of MCO and rated entities as well as (C) the names of entities that hold ratings from
MIS that have also publicly reported to the SEC an ownership interest in MCO of more than 5%. A
member of the board of directors of this rated ertity may aleo be a member of the board of directors of
a shareholder of Moody's Corporation; however, Maody's has not independently vetified this matter.

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www, moodys.com
for further information on the meaning of each rating category and the definition of default and recovery.



Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the
rating history.

The date on which some ratings were first released goes back to a time before Moody's ratings were
fully digitized and accurate data may not be available. Consequently, Moody's provides a date-that it
believes is the most reliable and accurate based on the information that i3 available to it. Please see the
ratings disclosure page on our website www.moodys.com for further information.

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.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS"} AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL 1.OSS [N THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. GREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS




AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
All information contzined herein Is abtained by MOODY'S from sources belleved by it to be
accurate and reliable. Because of the possibility of human of machanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources Moady's considers to be refiable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rating process. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error {negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employses or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b} any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without imitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inabiiity to use, any stuch
information. The ratings, financial reporting analysis, projections, and other obsetvations, If any,
constituting part of the information contained hetein are, and must be construed solely as,
statements of opinion and not staterments of fact or recommendations to purchase, sell or hold any
securities. Each user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCC"), hereby
discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior fo
assignment of any rating, agreed fo pay to MIS for appraisal and rating services rendered by it -
fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures o address the independence of MIS's ratings and raling processes, information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
ownership interest in MCO of more than 5%, is posted annually at www,moodys.corm under the
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation

Policy."

Any publicatlon into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Ply Limited ABN 61 003 399 657, which holds Austraiian Financial Services License no. 336969,
This document is intended to be provided only to "wholesale dlients” within the meaning of section




761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
"wholesale client” and that nelther you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retall clients” within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's

Japan KK, (“MJKK"} are MJKK's current opinions of the relative future credit risk of entities, credit

commitments, or debt or debt-liike securities. in such a case, "MIS" in the foregolng staterments

shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency

subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody's Overseas Holdings
"Inc., a wholly-owned subsidiary of MCO.

This credit rating Is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It -
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.




