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Virginia Beach (City of) VA
Update to credit analysis

Summary
The City of Virginia Beach, VA (Aaa stable) benefits from growing revenues driven by
increases in taxable values and ongoing economic development. Although the city's available
reserves fall below the national Aaa median, the city benefits greatly from a sizeable,
regionally important tax base stabilized by significant military presence and a relatively
resilient tourism industry. While the city has an above-average reliance on economically
sensitive revenue streams that stand to be negatively impacted by the COVID-19 pandemic,
expenditure reductions and conservative budgeting will aid management in minimizing
reliance on fund balance reserves. The city's credit profile also incorporates a manageable
debt burden and a slightly above-average pension liability.

We regard the coronavirus outbreak as a social risk under our ESG framework, given the
substantial implications for public health and safety. Virginia Beach, VA is not susceptible to
immediate material credit risks related to coronavirus. The longer-term impact will depend
on both the severity and duration of the crisis. The situation surrounding coronavirus is
rapidly evolving. If our view of the credit quality of the city changes, we will update the rating
and/or outlook at that time.

On May 27th, we assigned a Aa1 rating to the City of Virginia Beach, VA's $154.2 million
Public Facility Revenue Bonds, Series 2020A and a Aa2 rating to the city's $36.4 million
Public Facility Refunding Revenue Bonds, Series 2020B. The Aa1 rating on the Series 2020A
bonds is one notch below the city's Aaa GO rating and reflects the risk of non-appropriation,
the more essential nature of most of the financed projects to the city's mandate and
adequate legal provisions. The Aa2 rating on the Series 2020B bonds is two notches below
the city's GO rating and reflects the risk of nonappropriation, the less essential nature of the
financed projects to the city's mandate and adequate legal provisions.

Credit strengths

» Sizeable, growing and diverse tax base benefiting from stabilizing institutional presence

» Comprehensive financial policies and conservative budgeting practices

» Manageable overall fixed cost burden

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1230977
https://www.moodys.com/credit-ratings/Virginia-Beach-City-of-VA-credit-rating-600026657
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Credit challenges

» Above-average exposure to cuts in federal defense spending

» Elevated exposure to the impacts of sea level rise and recurring flooding

» Reserve and liquidity levels below those of similarly-rated cities nationwide

Rating outlook
The stable outlook reflects the likelihood that the city's financial position will remain stable due to conservative and proactive
budgetary practices and that the city's sizeable tax base will continue to grow and diversify over the medium-term.

Factors that could lead to an upgrade

» Not applicable

Factors that could lead to a downgrade

» Deterioration of fund balance or liquidity resulting in reduced financial flexibility

» Significant contraction in tax base and weakened resident income levels

» Material increase in debt burden

» Downgrade of the city's GO rating (appropriation debt rating only)

Key indicators

Exhibit 1

Virginia Beach (City of) VA 2015 2016 2017 2018 2019

Economy/Tax Base

Total Full Value ($000) $56,022,609 $57,493,914 $59,478,024 $61,291,075 $63,966,604 

Population            448,290            449,733            450,057            450,135  N/A 

Full Value Per Capita $124,970 $127,840 $132,157 $135,178 N/A

Median Family Income (% of US Median) 117.6% 116.4% 115.4% 115.4% N/A

Finances

Operating Revenue ($000) $1,348,940 $1,382,276 $1,424,125 $1,497,677 $1,525,152 

Fund Balance ($000) $194,340 $216,765 $248,026 $258,010 $265,507 

Cash Balance ($000) $188,376 $221,501 $259,873 $276,037 $287,625 

Fund Balance as a % of Revenues 14.4% 15.7% 17.4% 17.2% 17.4%

Cash Balance as a % of Revenues 14.0% 16.0% 18.2% 18.4% 18.9%

Debt/Pensions

Net Direct Debt ($000) $998,693 $976,532 $924,395 $933,893 $850,363 

3-Year Average of Moody's ANPL ($000) $2,896,476 $2,648,497 $2,861,987 $3,022,549 $3,113,328 

Net Direct Debt / Full Value (%) 1.8% 1.7% 1.6% 1.5% 1.3%

Net Direct Debt / Operating Revenues (x) 0.7x 0.7x 0.6x 0.6x 0.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 5.2% 4.6% 4.8% 4.9% 4.9%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.1x 1.9x 2.0x 2.0x 2.0x

Source: City of Virginia Beach, VA Audited Financial Statements, US Census Bureau American Community Survey, Moody's Investors Service

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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Profile
Virginia Beach, VA is an independent city encompassing 497.5 square miles in the Hampton Roads region of Virginia (Commonwealth
of Virginia, Aaa stable). The city is governed by an eleven member City Council who appoint a city manager to oversee day-to-day
operations. Virginia Beach's population totaled 450,135 in 2018 according to the most recent U.S. Census American Community
Survey, which represents a 3% increase since 2011.

Detailed credit considerations

Economy and tax base: sizeable and growing tax base anchored by military presence
Virginia Beach's $64 billion tax base is larger than the national median for the Aaa rating category but has demonstrated a steady
trend of growth, with a five-year compound annual growth rate of 3.5%, driven by property value appreciation and new developments
that continue to diversify the local economy. Ongoing economic growth and diversification initiatives have attracted a broad range of
manufacturing, industrial, retail and service establishments reducing economic concentration in sizeable military installations.

The city's tax base and local economy benefit from a large and stabilizing military presence, including four bases employing over
43,000 military personnel and civilians. As a result, the regional economy is susceptible to cuts in Department of Defense (DOD)
spending as spending accounts for approximately 45% of the regional economy. The city continues to monitor DOD spending and
has developed a plan for dealing with federal sequestration that includes a number of steps to control and reduce expenditures and
monitor economic and revenue impacts.

Tourism also plays a vital role in the city's economy. Leading up to the coronavirus pandemic, Virginia Beach had a long history of
stable tourism activity with 75% of visitors designated as repeat visitors. As the coronavirus caused the implementation of widespread
travel restrictions and voluntary social distancing efforts, Virginia Beach experienced a significant reduction in tourism activity.
Management continues to make strategic investments in tourism and recently rolled out a new advertising campaign to promote local
tourism.

The city has historically had low unemployment (the March 2020 unemployment rate of 3.1% is comparable to the state (3.3%)
and below the national (4.5%) rates for the same period), however unemployment rates nationwide are likely to increase due to the
coronavirus outbreak. According to the most recent U.S. Census American Community Survey, resident income levels are healthy but
fall below the national median for the rating category with median family income equal to 115.6% of the US in 2018.

The coronavirus is driving an unprecedented economic slowdown. We currently forecast US GDP to decline significantly during
2020 with a gradual recovery commencing toward the end of the year. Local governments with the highest exposure to the tourism,
healthcare, retail, oil and gas and international trade sectors could suffer particularly severe impacts.

Financial operations and reserves: stable fund balance reserves supported by conservative budgeting and formal fiscal
policies
Virginia Beach's financial position is solid and stable given a history of conservative financial management, demonstrated adherence
to adopted policies, and strong revenue and expenditure flexibility. While certain revenue steams will be negatively impacted by the
economic slowdown resulting from the COVID-19 pandemic, reserves and liquidity are healthy and management has implemented
expenditure reductions in an effort to mitigate the budgetary impact.

Fiscal 2019 ended with a total operating fund balance (inclusive of the general, school operating, and debt service funds) of $280.0
million, or 18.4% of combined operating fund revenues at fiscal year-end 2019. Available operating fund balance (less non-spendable
and restricted amounts) was slightly weaker at $265.5 million, or 17.4% of revenues, which is below the national Aaa median as a
percentage of revenues but much larger on an absolute basis. Positively, available operating fund balance has improved slightly from a
low of 14.4% in fiscal 2015.

For fiscal 2020, management projects general fund revenues will come in $64.5 million under budget as a result of the COVID-19
pandemic, largely driven by a sharp decline in the city's more economically sensitive revenue streams such as sales, restaurant, and
hotel taxes. Expenditure reductions of approximately $60.8 million to offset the revenue declines will minimize management's need
to rely on fund balance reserves through the end of the fiscal year. At this time, management reports a potential use of unassigned
general fund balance of just $3.7 million.
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Management has revisited the fiscal 2021 budget, revising revenue estimates down an additional $70 million from the originally
proposed budget and further reducing expenditures through the deletion of vacant positions, deferral of salary increases and
postponement of certain non-essential capital projects. At this time, management projects a use of $54.8 million in fund balance.
While fund balance levels are anticipated to decline, they will remain in line with both the city's formal fund balance policy as well as
historic levels. Management does not expect to need any short-term cashflow borrowing. Favorably, the city's 2021 budget does not
factor in anticipated debt service savings from the Series 2020B refunding bonds nor does it assume the receipt of CARES Act Funding
as reimbursement for certain COVID-19 related expenses.

Management adheres to a formal fund balance policy requiring a minimum level of reserves in the city's unassigned general fund
balance. The policy states that the city's unassigned general fund balance must be maintained between 8%-12% of budgeted revenues.

The primary general fund revenues are real and personal property taxes (55.1% of total revenues in fiscal 2019) and other local taxes
(21.1%), which are primarily made up of sales, restaurant, business license, utility, and hotel room taxes.

LIQUIDITY
Virginia Beach's operating funds (inclusive of the general, school operating, and debt service funds) reported net cash and investments
of $287.6 million at fiscal year-end 2019, or 18.9% of combined operating fund revenues, which is below the national Aaa median as a
percentage of revenues but much larger on an absolute basis. Positively, the city's operating cash position has improved slightly from a
low of 14% in fiscal 2015.

Debt and pensions: burden will remain manageable despite robust capital plan
Virginia Beach's debt burden is manageable and will remain so, despite future debt plans, given management's adherence to formal
debt policies and continued amortization and tax base growth. The city's net direct debt burden represents 1.3% of full value at fiscal
year-end 2019, which is manageable but above the national Aaa median of 0.7%. Because Virginia cities are responsible for school
operations, including capital borrowing, the median direct debt burden is generally higher than national medians as a percentage of full
value. The city's direct debt burden represents 0.6 times operating revenues, which is in line with the national Aaa median.

The city's fiscal 2021-2026 capital improvement plan (CIP) totals $1.6 billion, including $592.1 million in projects for the self-supporting
utility funds. The CIP outlines that 60% of the identified projects are anticipated to be funded with future debt issuance, with the
remainder financed on pay-as-you-go basis with available cash, fund balance reserves, and state and federal funds. The city's overall
debt burden is not anticipated to shift materially given adherence to formal debt policies, tax base growth, and continued amortization
of outstanding debt.

Management adheres to formal debt policies that cap tax supported debt at 3.5% of full value and cap annual debt service at 10% of
general government expenditures. The city also targets maintaining net debt per capita at less than $3,000 and less than 6.5% of per
capita income.

DEBT STRUCTURE
All of the city's outstanding debt is fixed rate and amortizes over the long-term.

DEBT-RELATED DERIVATIVES
The city is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB
The city and the city school board participate in the Virginia Retirement System (VRS), a multi-employer defined benefit pension plan
administered by the Commonwealth of Virginia. For fiscal 2019, the city's total pension contribution was $114 million, or 7.5% of
operating revenues. The city funds its pensions at the annually required contribution amount, which has historially been slightly below
the tread water amount (the amount required to prevent the unfunded liability from increasing based on plan assumptions).

Moody’s adjusted net pension liability (ANPL) is our measure of a local government's pension burden that uses a market-based interest
rate to value accrued liabilities. The city's ANPL has averaged $3.1 billion over the last three years, representing 2.0 times operating
revenues, which is above the national median for the rating category. Our ANPL is based on a discount rate of 4.14%, compared to the
discount rate of 7.00% used to calculate the reported net pension liability of $957 million.
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Virginia Beach also provides city and school board employees with other post-employment benefits (OPEB). The Moody's adjusted net
OPEB liability was $422.8 million at fiscal year-end 2019. The city's total OPEB contribution was $25.4 million in fiscal 2019.

Total fixed costs (inclusive of pension and OPEB contributions and debt service post-issuance) represent just 15.4% of revenues in fiscal
2019. Total long-term liabilities (adjusted pension and OPEB liabilities and net direct debt post-issuance) represent 6.9% of 2019 full
value.

Environmental, social, and governance considerations
Environmental
The local government sector overall has low exposure to environmental risks. Nevertheless, environmental considerations are material
to the city’s credit profile which is notable given that the port and major transportation networks near the coast are economic
engines for the city and region. According to data from Moody's affiliate Four Twenty Seven, the city's total average exposure to the
projected rate of change of five climate risk factors is elevated compared to other cities nationwide. Of the physical climate risks Four
Twenty Seven evaluates, Virginia Beach's highest exposure is to hurricanes and extreme rainfall. This exposure is partially mitigated by
several factors, including management's maintenance of adequate reserves, proactive long-range capital planning, strong regionalized
resiliency efforts, strong revenue-raising ability, and federal government support for disaster recovery costs via FEMA.

City management takes a proactive approach to managing environmental risks including undergoing a comprehensive sea level rise
study evaluating four major watersheds. The city's CIP includes stormwater infrastructure projects to address flooding issues in areas
of the city experiencing recurrent flooding. Additionally new funding sources have been secured or identified to help combat recurring
flooding including 2.5 cents on the Real Estate tax rate and 54% increase in the stormwater fees through fiscal 2025.

Social
Social issues, which include demographics, labor force, and income metrics, are material to the city’s credit quality and are incorporated
by way of full value per capita and median family income. While social issues do not currently pose a credit risk, we will continue to
monitor a variety of factors such as demographics, income levels, population trends and employment levels, as these remain important
key credit metrics.

We regard the coronavirus outbreak as a social risk under our ESG framework, given the substantial implications for public health and
safety. The city is not susceptible to immediate material credit risks related to coronavirus. The longer-term impact will depend on both
the severity and duration of the crisis. The situation surrounding coronavirus is rapidly evolving. If our view of the credit quality of the
city changes, we will update the rating and/or outlook at that time.

Governance
Like issuers across every sector, governance considerations are material to the city's credit quality. Virginia Beach will continue to
benefit from strong management, conservative budgeting practices, and adherence to formal fiscal policies. Additionally, Virginia's
flexible operating framework and the city’s strong management and conservative budgeting will continue to support its sound financial
position.

Virginia cities have an Institutional Framework score of “Aaa”, which is very strong. The sector has one or more major revenue sources
that are not subject to any caps. Unpredictable revenue fluctuations tend to be minor, or under 5% annually. Across the sector, fixed
and mandated costs are generally less than 25% of expenditures. Unpredictable expenditure fluctuations tend to be minor, under 5%
annually.
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Rating methodology and scorecard factors
The US Local Government General Obligation Debt Rating Methodology includes a scorecard, a tool providing a composite score of
a local government’s credit profile based on the weighted factors we consider most important, universal and measurable, as well as
possible notching factors dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but
rather to provide a standard platform from which to analyze and compare local government credits.

Exhibit 2

Virginia Beach (City of) VA

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $63,966,604 Aaa

Full Value Per Capita $142,105 Aa

Median Family Income (% of US Median) 115.6% Aa

Notching Factors:
[2]

Institutional Presence Up

Regional Economic Center Up

Finances (30%)

Fund Balance as a % of Revenues 17.4% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 4.5% A

Cash Balance as a % of Revenues 18.9% Aa

5-Year Dollar Change in Cash Balance as % of Revenues 5.8% A

Management (20%)

Institutional Framework Aaa Aaa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures 1.0x A

Notching Factors:
[2]

Unusually Strong or Weak Budgetary Management and Planning Up

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.3% Aa

Net Direct Debt / Operating Revenues (x) 0.6x Aa

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 4.9% Baa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 2.0x A

Scorecard-Indicated Outcome Aa1

Assigned Rating Aaa

[1] Economy measures are based on data from the most recent year available.
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology
Source: City of Virginia Beach, VA Audited Financial Statements, US Census Bureau American Community Survey, Moody's Investors Service
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