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Fitch Rates Chicago Sales Tax 2nd Lien 'AA-'; Downgrades 1st Lien on Criteria Change; Outlook Stable
Fitch Ratings - New York - 14 January 2020:
Fitch Ratings has assigned a 'AA-' rating to the following Chicago Sales Tax Securitization Corporation, IL (the corporation) bonds:
--$602.9 million second lien sales tax securitization bonds, series 2020A;
--$309.1 million second lien sales tax securitization bonds, taxable series 2020B.
Fitch has also downgraded the following first lien bonds to 'AA-' from 'AAA' due to a criteria change:
--$169.1 million sales tax securitization bonds, series 2017A;
--$400.6 million sales tax securitization bonds (taxable), series 2017B;
--$171.0 million sales tax securitization bonds (taxable) series 2017C;
--$376.3 million sales tax securitization bonds, series 2018A;
--$304.0 million sales tax securitization bonds (taxable), series 2018B;
--$612.4 million sales tax securitization bonds, series 2018C;
--$605.4 million sales tax securitization bonds (taxable), series 2019A.
The Rating Outlook is Stable.

SECURITY

The sales tax securitization bonds have a lien on the state-collected portion of the city's home rule sales and use taxes and the local share of the state-wide sales and use taxes; the
second lien bonds are secured by a lien that is subject to and subordinate to the first priority lien securing the first lien bonds issued and to be issued by the corporation.

ANALYTICAL CONCLUSION

Solid revenue growth prospects and very strong resilience of the dedicated tax security contribute to the 'AA-' rating for the second lien subordinate bonds. The bankruptcy-remote,
statutorily defined nature of the issuer and a bond structure including a true sale of the sales tax revenues are key credit strengths that allow a rating of up to six notches above the city of
Chicago (Issuer Default Rating [IDR] of BBB-/Stable).
The downgrade of the first lien bond rating to 'AA-' from 'AAA' reflects a change in Fitch's 'U.S. Public Finance Tax Supported Rating Criteria' (January 2020), which limits the rating for true
sale structures to a maximum of six notches above the associated government's IDR. The 'AA-' ratings for both the first and second lien bonds are, therefore, limited to six notches above
the city of Chicago's IDR of 'BBB-'. The ratings for both liens would be higher absent the rating cap. For more information on the rationale for developing a notching relationship between
IDRs and corporations' security ratings, please see "Feedback Report: Comments on Exposure Draft: U.S. Public Finance Tax-Supported Rating Criteria," (January 2020).

KEY RATING DRIVERS

Solid Growth Prospects: Sales tax revenues have been growing at a solid rate, above the rate of inflation and below U.S. GDP growth. While area-wide tax increases may pressure
revenue stream growth in the near term, Fitch expects solid growth over the medium-to-long term.
Very Strong Financial Resilience: The revenue stream is very resilient to anticipated declines in an economic downturn scenario, able to tolerate a 34% decline before reaching 1x
coverage of aggregate maximum allowable leverage.
Sound Economic Resource Base: Chicago serves as the economic and cultural center for the Midwestern region of the U.S. Socioeconomic indicators are mixed with elevated individual
poverty rates but above average per capita income levels and strong educational attainment levels.

RATING SENSITIVITIES

Material Decline in Coverage: Fitch's dedicated tax analysis demonstrates that the bond structure, including a conservative additional bonds test, provides for solid financial resilience
relative to revenue declines envisioned in a normal economic downturn as well as the largest historical decline. Severe declines of a scale beyond Fitch's expectations could pressure the
rating.
City IDR Constrains Ratings: The ratings are constrained to a maximum of six notches above the city's IDR of 'BBB-.' A change in the city's IDR would cause a change to the corporation's
sales tax ratings.

ECONOMIC RESOURCE BASE

Economic Resource Base
The city's population totaled 2.7 million in 2018, up less than half a percent from the 2010 census, and accounts for 21% of the state's population. The city's residents are afforded
abundant employment opportunities within this deep and diverse regional economy. The city also benefits from an extensive infrastructure network, including a vast rail system, which
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supports continued growth. The employment base is represented by all major sectors with concentrations in the trade, professional and business services and financial sectors.
Socioeconomic indicators are mixed as is typical for an urbanized area, with above-average per capita income and educational levels but also elevated individual poverty rates.

DEDICATED TAX CREDIT PROFILE

Strong Legal Framework: The bankruptcy-remote, statutorily defined nature of the issuer and a bond structure involving a true sale of the pledged sales tax revenues are key credit
strengths that lead Fitch to assign a bond rating at the maximum permitted by criteria of six notches above that of the city of Chicago. The city has sold all right, title and interest in the
pledged revenues to the corporation, a limited purpose entity. The state directs all pledged sales tax revenues to the trustee for the benefit of bondholders and the residual flows to the city
for any lawful purpose.

Pledged revenues include the portions of the city's home rule sales taxes that are collected by the state as well as its local share of state sales taxes, some of which are subject to state
appropriation. Fitch excludes the taxes that are subject to appropriation in its analysis because their value is limited to one notch below the state's 'BBB' IDR, while recognizing that the
1.75x subordinate lien additional bonds test includes all pledged revenues, including those subject to appropriation. This yields an effective ABT of approximately 1.5x, based upon the
composition of 2018 revenues.
The pledged home rule sales and use taxes comprise three separate taxes: a 1.25% Home Rule Municipal Retailers' Occupation Tax on most non-titled tangible personal property, a 1.25%
Home Rule Municipal Service Occupation Tax on tangible personal property purchased from a service provider, and a 1.25% Home Rule Municipal Use Tax on Titled Personal Property.
There is no legal limit to the rate the city may impose for these. Some of the pledged revenues collected by the state are net of a 2% administrative fee imposed by the state.
The pledged local share sales tax revenues comprise four separate taxes. They include: the Illinois Retailers' Occupation Tax (city portion is currently equivalent to 1% of sales within the
city); Illinois Service Occupation Tax (city portion is currently equivalent to 1% of sales within the city); Illinois Use Tax (city receives 4% of net receipts of a 6.25% tax on most non-titled
personal property purchased outside of the state and 20% of a statewide 1% tax on grocery food, drugs and medical appliances purchased out of state); and the Illinois Service Use Tax
(city receives 4% of net receipts of a statewide 6.25% tax on most tangible personal property purchased from a service provider and 20% of a statewide 1% tax on grocery food, drugs and
medical appliances purchased from a service provider). Any changes to the tax rates or allocation of local share sales tax revenues would require action by the Illinois General Assembly. A
portion of the Illinois Use Tax and Illinois Service Use Tax are subject to appropriation by the Illinois General Assembly and together represent about 12% of pledged revenues; the Illinois
Retailers' Occupation Tax and the Illinois Service Occupation Tax are not subject to appropriation.
The authorizing act assures that the state "will not limit or alter the basis on which transferred receipts are to be paid to the issuing entity as provided in this Article, or the use of such funds,
so as to impair the terms of any such contract."

Pledged Revenue Growth Prospects
Pledged revenues have grown at a solid rate, with a 10-year CAGR above CPI but below growth in U.S. GDP. The city's sales tax rates have been very stable, with the most recent rate
increase recorded in 2005. Several overlapping units of government also levy sales taxes. An increase by Cook County may have affected demand and contributed to a slowdown in the
city's receipts in 2016 and imposition of state fees have affected results since 2017. Pledged revenues (excluding the portion subject to state appropriation) grew by 3.1% in 2018 and
preliminary estimates for 2019 indicate 2.1% growth.

Revenue Stream Sensitivity and Resilience
To evaluate the sensitivity of the dedicated revenue stream to cyclical decline, Fitch considers both revenue sensitivity results (using a 1% decline in national GDP scenario) and the largest
decline in revenues over the period covered by the revenue sensitivity analysis. Based on the historical performance of pledged sales tax revenues, net of those subject to appropriation
that are excluded from the analysis, the Fitch Analytical Stress Test (FAST) model generates a moderate 3.6% scenario decline. The largest cumulative decline was 11.2% between 2007
and 2009.
Assuming the revenue stream is leveraged to the maximum amount allowed under the 1.75x subordinate lien additional bonds test, non-appropriated pledged revenues could withstand a
34% decline before they were insufficient to fully cover combined maximum allowable debt service. This is 3.0x the largest actual historical cumulative decline, or 9.4x the recessionary
impact estimated in Fitch's FAST scenario, consistent with a 'aa' assessment of resilience.
The first lien bond structure exhibits stronger resilience; non-appropriated pledged revenues could withstand a 71% decline to 1x coverage. This is 6.3x the largest actual historical
cumulative decline, or 9.4x the FAST scenario impact, consistent with a 'aaa' resilience assessment.
Recent and potential future tax rate increases by Chicago area governments could negatively affect demand, and thus the pledged sales tax receipts; even so, Fitch believes sales tax
revenue performance will benefit from economic growth and inflation and continue to support very strong financial resilience.

In addition to the sources of information identified in Fitch's applicable criteria specified below, this action was informed by information from Lumesis.

Public Ratings with Credit Linkage to Other Ratings

The ratings are capped at a maximum of six notches above the city of Chicago IDR.

RATING ACTIONS
RATING

ENTITY/DEBT
Chicago Sales Tax Securitization Corporation (IL)
Chicago Sales Tax Securitization Corporation/Sales
Tax Revenues/1 LT
Chicago Sales Tax Securitization Corporation (IL)
/Sales Tax Revenues - Second Lien/1 LT

LT
AADowngrade
LT
AANew Rating

PRIOR

AAA
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DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS
LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE
AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE
AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD
PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

COPYRIGHT

Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435.
Reproduction or retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including
forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the
extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary
depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports,
agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent
third- party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should
understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other
reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal
and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about future events that by their
nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the
time a rating or forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet
any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established
criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not
engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions
stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and
presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price,
the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers,
guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases,
Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary
from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its
name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days
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earlier than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within the meaning of the Corporations Act
2001
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the
NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries
are not issued on behalf of the NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

SOLICITATION STATUS
The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a related third party. Any exceptions follow below.

Endorsement Policy
Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU
Regulation with respect to credit rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all International ratings is provided within the entity
summary page for each rated entity and in the transaction detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.

Fitch Updates Terms of Use & Privacy Policy
We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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