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Virginia Beach (City of) VA
New Issue - Moody's assigns Aa1 to Virginia Beach, VA's
Public Facility Revenue Bonds Series 2016; Outlook Stable

Summary Rating Rationale
Moody's Investors Service has assigned a Aa1 rating to the City of Virginia Beach, VA's $21.6
million Public Facility Revenue Bonds, Series 2016A and a Aa1 to $8.3 million (not to exceed
$9 million) Public Facility Refunding Revenue Bonds Series 2016B. Concurrently Moody's
has upgraded to Aa1 from Aa2 the city's Public Facility Revenue Bonds Series: 2015A, 2015B,
2014A, 2013A, 2012A, 2012B, 2010A and 2005B.

Additionally we have confirmed the Aa2 rating on the city's less-essential Public Facility
Revenue Bonds Series: 2007A, 2007B, 2010B, 2010C, 2014B. The outlook is stable. Post
issuance, the city has $343.5 million of Public Facility Revenue Bonds outstanding. This
action concludes a review undertaken in conjunction with the publication on July 26, 2016
of the Lease, Appropriation, Moral Obligation, and Comparable Debt of US State and Local
Governments Methodology.

The Aa1 rating incorporates reflects the risk of non-appropriation; essential nature of the
financed projects to the city's mandate; adequate legal provisions and the sound long-term
tax-backed credit profile of the city of Virginia Beach (Aaa stable)

The Aa2 rating incorporates reflects the risk of non-appropriation; less essential nature of the
financed projects to the city's mandate; adequate legal provisions and the sound long-term
tax-backed credit profile of the city of Virginia Beach (Aaa stable)

Credit Strengths

» Large and diverse tax base stabilized by the presence of the tourism industry and military
bases

» Comprehensive financial policies and conservative budgeting approach

Credit Challenges

» No bondholder recourse to financed asset in the event of non-appropriation

» Ongoing exposure to cuts in federal defense spending

Rating Outlook
The stable outlook reflects our expectation that financial operations will remain sound in the
near term. The outlook also reflects expected overall stability growth in the local economy.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1044691
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Factors that Could Lead to an Upgrade

» Not applicable

Factors that Could Lead to a Downgrade

» Downgrade of the US Government rating

» Substantial declines in reserves

» Increasing reliance on fund balance appropriations

» Deterioration of tax base or economically sensitive revenues

Key Indicators

Exhibit 1

Source: Moody's Investors Service

Detailed Rating Considerations

Recent Value Increases in Large Tax Base Anchored by Military and Tourism
The city's $52 billion tax base has demonstrated resilience through the recession, due in part to the diversity of the local economy,
stabilizing military presence and continued strength in tourism activity. The city’s real property assessed value began to increase in
2015 with a 3.8% increase, following a 0.3% decline in 2014 and a 3% decline in 2013. Values grew again in 2016 to $52 billion.
Fiscal 2017 values are expected to increase another 3.3% to $53.8 billion. Overall assessment growth has averaged over 3% annually
for the past three years. With a population of 453,500 (nearly 15%% growth since 1990), Virginia Beach is the largest city in the
Commonwealth of Virginia (Aaa stable). Median family income levels are slightly higher than other Hampton Roads jurisdictions and
the national average, and approximate state averages. Per capita income is higher than the region, state, and national averages.

Ongoing economic growth and diversification initiatives have attracted a broad range of manufacturing, industrial, retail and service
establishments to the area historically anchored by military installations. As the city remains exposed to military spending cuts,
diversification is key to maintaining growth in the local economy. The city has a large military concentration, which includes four bases
employing over 32,000 military personnel and civilians. The regional economy is susceptible to cuts in Department of Defense (DOD)
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spending as spending accounts for 45% of the regional economy. While DOD spending in the Hampton Roads region has increased
an average of 5.6% annually since 2012, 2015 spending was 3.2% lower than the 2012 peak. However, the Bipartisan Budget Act of
2015 lifts the sequestration caps on defense spending by $40 million over the next two fiscal years. 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.

The city continues to benefit from stability in tourism activities with 75% of visitors designated as repeat visitors and summer lodging
sales totaling $188 million in fiscal 2015 up from $180 million in fiscal 2014 and $174 million in fiscal 2013. In addition, the city's
residential development market has seen some new activity with a number of multi-use properties expected to come online this year
and the city’s Town Center development continues to perform strongly.

Conservative Budgeting Practices Drive Satisfactory Financial Operations; Continued Use of Reserves for Capital Could
Limit Flexibility.
Virginia Beach’s financial position should remain solid given a history of strong financial management and demonstrated adherence to
adopted policies. The city's pay-as-you-go capital appropriations have led to reserve fluctuations in the past few years. Officials used
$8.1 million of appropriated General Fund reserves for schools and general capital in fiscal 2015 bringing total General Fund balance to
$163.8 million, or 16.1% of General Fund revenues. Available reserves totaled $155 million or an adequate 15.3% of revenues.

Officials report fiscal 2016 remains in line with budget expect to add to unassigned fund balance at fiscal year end. Approximately 41%
of General Fund revenues had been collected as of November 2015, up from 37.2% over the same time period in 2015. The original
budget included $26.6 million of carry forward fund balance for city and schools capital.

Virginia Beach's available reserves fall below the national median, however, the city benefits greatly from a large and diverse $52 billion
tax base diversified by tourism and stabilized by the presence of key military bases. City management is also committed to raising
revenues to maintain financial flexibility, and to this end, the city's 2016 budget included a 6-cent real estate tax increase. Additionally,
city management proactively monitors revenues and expenditures on a monthly basis and has historically made adjustments to
revenue and expenditure projections throughout the fiscal year.

LIQUIDITY

The city’s net cash as a percentage of General Fund revenues dipped slightly in 2015 to $115 million or 11.4% of revenues

Comprehensive Debt Policies Ensure Manageable Debt Position Despite Robust Capital Plan
Virginia Beach's debt burden will likely remain affordable, despite its relatively large capital plan, due to the city's active debt
management policies. The city's debt burden, at an average 2% of full valuation remains well below the city's policy limit of 3.5%. The
city's 2016-2021 plan includes major capital improvements, economic development projects, utility upgrades and school construction
and totals $1.5 billion. The CIP is to be 56% funded with debt. Other financing sources are federal, state and private contributions
and General Fund appropriations. A substantial $323 million is budgeted for pay-as-you-go capital contributions however officials
report that each existing project in the CIP is under review for possible deferral or elimination from the program. Overall, the city's debt
profile is expected to remain manageable given continuation of rapid amortization of G.O. debt with 75% repaid within 10 years and all
tax-supported debt retired within 20 years.

DEBT STRUCTURE

Majority of the city's debt amortizes over the long term.

DEBT-RELATED DERIVATIVES

The city has historically issued fixed-rate obligations and has no exposure to derivative products

PENSIONS AND OPEB

Virginia Beach's adjusted net pension liability decreased from fiscal 2014 to 2015. The city and school administrative employee
retirement systems are administered through the Virginia Retirement System (VRS), a multi-employer pension plan administered
by the Commonwealth of Virginia. The combined adjusted net pension liability, under Moody's methodology for adjusting reported
pension data totaled $2.5 billion down from $2.7 billion in 2014 or an above-average 1.92 times operating fund revenues. Moody's
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uses the adjusted net pension liability to improve comparability of reported pension liabilities. The adjustments are not intended to
replace the city's reported liability information, but to improve comparability with other rated entities. We determined the city's share
of liability for the state-run plans in proportion to its contributions to the plans. The city contributed 100% of its city and schools
annual required OPEB costs in 2015. Total fixed costs which include debt service, pension and OBEP pay go totaled 15.5% of 2015
expenditures.

Management and Governance
City management continues to budget conservatively with regular monitoring of all revenues and a strong adherence to financial
policies. Virginia cities have an institutional framework score of “Aaa” or very strong. Cities rely on property taxes to support
operations, providing for high revenue-raising flexibility as property tax rates are not limited. Expenditures, which are primarily for
education, are predictable and cities have the ability to reduce expenditures if necessary.

Legal Security
Legal provisions are adequate and require that the city make annual payments, subject to appropriation, to the trustee for the life of
the bonds. The city council pledges to budget annually for the payments and further, if an annual budget were adopted without the
appropriation, the city council is required to take a roll call vote acknowledging the impact of its failure to appropriate the funds. No
asset or leasehold interest in any asset has been pledged to bondholders and there is no debt service reserve fund.

Use of Proceeds
The 2016A series will fund various city-wide projects primarily for street and road improvements. The 2016B series will refund the
outstanding 2005B and 2007B Public Facilities Revenue Bonds issued for less essential purposes.

Obligor Profile
Virginia Beach is the largest city in Virginia with a dynamic local economy anchored by tourism and strong military presence.

Methodology
The principal methodology used in this rating was Lease, Appropriation, Moral Obligation and Comparable Debt of US State and Local
Governments published in July 2016. Please see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

Virginia Beach Development Authority
Issue Rating
Public Facility Revenue Bonds, Series 2016A Aa1

Rating Type Underlying LT
Sale Amount $21,625,000
Expected Sale Date 10/17/2016
Rating Description Lease Rental:

Appropriation
Public Facility Refunding Revenue Bonds, Series
2016B (Federally Taxable)

Aa1

Rating Type Underlying LT
Sale Amount $8,260,000
Expected Sale Date 10/17/2016
Rating Description Lease Rental:

Appropriation
Source: Moody's Investors Service
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