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Fitch Upgrades Regional Transportation Authority, IL GO Bonds and Notes to 'AA+'; Outlook Stable
Fitch Ratings - New York - 16 December 2019:

Fitch Ratings has upgraded the ratings on $1.7 billion Regional Transportation Authority, IL (RTA or the authority) general obligation (GO) bonds and notes to 'AA+' from 'AA'.

In addition, Fitch has affirmed the 'F1+' rating on $79.7 million GO variable rate notes (extendable reset securities) series 2005B.

The Rating Outlook is Stable.

SECURITY

The bonds and notes are general obligations of the authority, with a first lien on pledged authority sales taxes levied in Cook County, as well as the "collar" counties of DuPage, Kane, Lake,
McHenry and Will, and public transportation fund (PTF) distributions from the state of Illinois.

ANALYTICAL CONCLUSION

The long-term rating upgrade to 'AA+' from 'AA' is based on improved cash flow from reduced state payment delays combined with solid pledged revenue growth prospects and exceptional
financial resilience throughout a downturn scenario. The security structure, which includes a strong ABT, maintained superior resilience throughout a recent state budget crisis which
resulted in severe state payment delays. The 'F1+' rating on the series 2005B notes is mapped to the GO rating.

KEY RATING DRIVERS

Solid Revenue Growth Prospects: Pledged sales and PTF revenues continue to show healthy growth despite persistent state PTF payment delays. Fitch expects future growth to outpace
inflation but remain below the level of national GDP.

Exceptional Financial Resilience: Strong debt service coverage by pledged sales taxes and PTF revenues combined with limited volatility in the revenue history supports exceptionally
strong financial resilience throughout economic declines.

Limited Operational Risk: The authority does not directly provide transportation services and has little operational risk exposure. Therefore, Fitch does not maintain an issuer default rating
on the authority.

RATING SENSITIVITIES

Vulnerability to State Reallocations: While recently announced state capital funding is a positive for the authority, the state remains vulnerable to continued fiscal stress, which could result
in future operating revenue reductions to the authority. These are unlikely to reach the point of materially diminishing resilience; nevertheless, severe revenue reductions beyond Fitch's
expectations could weaken credit quality.

ECONOMIC RESOURCE BASE

The RTA was created by statute in 1973 as a local unit of government. It oversees the third largest transit system in the nation, which provides transportation services to a population of
roughly 8.4 million located within the city of Chicago, suburban Cook County and the counties of DuPage, Kane, Lake, McHenry and Will (the collar counties), accounting for two-thirds of
the state's population. The authority is responsible for regional transit planning and has financial and budget oversight over the three separate service boards: Chicago Transit Authority
(CTA), Metra commuter rail and Pace suburban bus. RTA does not directly provide transportation services, and therefore its direct operational risk is very limited.

The authority's resource base includes Cook County (which includes the city of Chicago), as well as the surrounding suburban "collar counties." The metro area acts as the economic
engine for the Midwestern region of the United States. Residents benefit from abundant employment opportunities within this deep and diverse regional economy. The employment base is
represented by all major sectors including trade, professional and business services and financial sectors.

DEDICATED TAX CREDIT PROFILE

Broad-based Pledged Revenues

The bonds and notes are general obligations of the authority, with a first lien on authority sales taxes levied within Cook County and the collar counties, and PTF revenue, which is a
statutorily-required 30% state match of regional sales and real estate transfer tax for CTA generated within the city of Chicago. The sales tax rate is set according to state statute and may
not be amended without legislative action.

Sales taxes provide approximately three quarters of pledged revenues. Pledged sales and sales tax-related PTF revenues have shown solid growth over the past 10 years, with a 10-year
CAGR of 3.4%, roughly on par with national GDP growth over that time. These gains have continued despite ongoing state delays of PTF payments, imposition by the state of a permanent
1.5% administrative fee on sales taxes and varying (currently 5%) reductions in PTF distributions since 2017. Fiscal 2018 recorded 3.7% pledged revenue growth after a 1.2% contraction
in fiscal 2017 (the first decline since fiscal 2002). Going forward, Fitch expects pledged revenues to continue to show solid growth ahead of inflation but below national GDP.

Limited Additional Leverage
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In order to issue additional bonds carrying a senior lien, sales tax revenues must meet a revenue test requiring 2.5x MADS coverage by the average of the most recent two years' sales tax
revenues. After payment of debt service, excess moneys are used primarily to subsidize the operations of the authority's three service boards, providing a further, practical limit on
leverage.

Recently announced Rebuild Illinois state capital funding should provide $2.6 billion of state bond funds over five years and $227 million of annual revenue. The new infusion of capital
dollars led the authority to double its 5 year capital plan spending to $8.3 billion and reduce the amount of authority bonding. The plan calls for $130 million in authority bonding in 2023.

The RTA has permanent authority from the state to issue working cash notes in the amount of $100 million. When delays in state payments peaked, the state authorized an additional,
temporary, $300 million authorization. The additional $300 million authorization was recently extended to June 2020. Authority cash flow improved, allowing the RTA to retire the $250
million privately placed 2017B notes earlier this year, ahead of the December 12, 2019 maturity date. The only remaining working cash notes are the $150 million 2018A notes. Should the
state ever fail to authorize renewal while maintaining high levels of payment deferrals, the authority would be required to pay the notes from pledged revenues, which would negatively
impact cash flow to the service boards. Ninety-five percent of the authority's debt is fixed-rate and there are no outstanding swap agreements.

Low Revenue Stream Sensitivity

Gross sales tax and PTF revenue coverage of MADS at assumed maximum leverage (in which sales tax revenues equal 2.5x MADS) is solid at 3.3x, including repayment of bullet
maturities and senior and subordinate working cash notes which are likely to be renewed until the backlog in state payments is diminished and they can be paid down. The timing of state
payments has improved. The state payment backlog stood at $227 million in the 3Q of 2019, approximately half the $457 million owed in the prior year. This improved cash flow allowed the
authority to pay down the aforementioned $250 million of notes without further borrowing.

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. Given the stability of pledged revenues over time, Fitch's Analytical Sensitivity Tool (FAST) model generates
a modest 1% scenario decline in pledged revenues. The largest cumulative decline in pledged revenues was a 1.2% decline in 2017.

The pledged revenue stream shows superior resilience under Fitch's stress scenarios. Assuming the authority maintains maximum leverage of the revenue stream, pledged revenues could
withstand a 69% decline before they were insufficient to fully cover GO bond debt service. This is about 58x the largest actual cumulative decline, or 69x the recessionary impact estimated
in Fitch's FAST scenario. If the GO working cash note maturities are included in MADS, pledged revenues could withstand a 53% decline, which is 53x the FAST recessionary impact and
44x the largest consecutive decline.

The low expected revenue volatility has been influenced by policy action, particularly a 2008 sales tax rate increase which offset the effect of delayed state payments which began that
year. Given the very high debt service cushion, strong financial resilience is still apparent even when assuming higher levels of volatility.

The $3.1 billion 2020 operating budget reflects the effects of state policy action on revenues, including the continuing 1.5% administrative fee on sales taxes, to be subtracted from the
state's distributions, and the 5% reduction in PTF (each reducing revenues by approximately $20 million annually). The budget also includes reduced fare reimbursement revenues of $17.6
million, reflecting a $16.5 million cut that was made several years ago. These revenue reductions appear to be manageable for the authority; however, there is a risk that renewed fiscal
stress at the state level could result in additional revenue reductions to revenue sources in the future. Given the ABT of 2.5x MADS from authority sales taxes and the resulting large debt
service cushion, the security should maintain superior resilience even if it experiences another a prolonged period of revenue stress related to state fiscal weakness and payment delays.

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

RATING ACTIONS
ENTITY/DEBT RATING PRIOR

Regional Transportation Authority (IL) [General
Government]  

Regional Transportation Authority (IL) /General
Obligation - Limited Tax - Dedicated Tax/1 LT

LT
AA+ 
Upgrade

AA 

Regional Transportation Authority (IL) /General
Obligation - Limited Tax - Dedicated Tax/1 ST

ST
F1+ 
Affirmed

F1+ 

Additional information is available on www.fitchratings.com
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Applicable Criteria

U.S. Public Finance Short-Term Debt Rating Criteria (pub. 01 Nov 2017)
U.S. Public Finance Tax-Supported Rating Criteria (pub. 03 Apr 2018)
Short-Term Ratings Criteria (pub. 02 May 2019)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form
Solicitation Status
Endorsement Policy
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