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Update following release of 2017 financials

Summary
Virginia Beach's (Aaa, stable) financial condition is projected to remain sound based on
recent audited results and growing revenue associated with tax base growth. Although the
city's available reserves fall below the national median, the city benefits greatly from a large,
regionally important tax base stabilized by significant military presence and a relatively
resilient tourism industry. Officials are also committed to raising revenues to maintain
financial flexibility and 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.

Exhibit 1

Improvement in reserves and cash in fiscal 2017 bolsters financial flexibility

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

20%

2013 2014 2015 2016 2017

Fund Balance as a % of Revenues Cash Balance as a % of Revenues

Source: Virginia Beach, VA CAFRs 2013-2017

Credit strengths

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

» Comprehensive financial policies and conservative budgeting approach

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1105201
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Credit challenges

» Some exposure to cuts in federal defense spending

» Exposure to impacts of sea level rise and recurring flooding

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

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 significant underperformance of economically sensitive revenues

Key indicators

Exhibit 2

Virginia Beach (City of) VA 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $54,031,530 $53,960,684 $56,022,609 $57,493,914 $59,478,024 

Population             442,151            445,623            448,290            453,628            455,856 

Full Value Per Capita $122,202 $121,090 $124,970 $126,742 $130,475 

Median Family Income (% of US Median) 117.9% 120.4% 117.6% 117.6% 117.6%

Finances

Operating Revenue ($000) $1,300,669 $1,298,809 $1,348,940 $1,382,276 $1,424,125 

Fund Balance ($000) $218,342 $197,087 $194,340 $216,765 $248,026 

Cash Balance ($000) $205,683 $199,242 $188,376 $221,501 $259,873 

Fund Balance as a % of Revenues 16.8% 15.2% 14.4% 15.7% 17.4%

Cash Balance as a % of Revenues 15.8% 15.3% 14.0% 16.0% 18.2%

Debt/Pensions

Net Direct Debt ($000) $937,554 $987,886 $998,693 $976,532 $924,395 

3-Year Average of Moody's ANPL ($000) $2,274,696 $2,674,272 $2,896,476 $2,648,497 $2,861,987 

Net Direct Debt / Operating Revenues (x) 0.7x 0.8x 0.7x 0.7x 0.6x

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

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.7x 2.1x 2.1x 1.9x 2.0x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 4.2% 5.0% 5.2% 4.6% 4.8%

Source: Moody's Investors Service, Virginia Beach, VA CAFR 2013-2017 , US Census

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 is the largest city in Virginia with a dynamic local economy anchored by tourism and strong military presence. The
city provides municipal services to a population of approximately 455,856 and serves as an economic center for the Hampton Roads
region.

Detailed credit considerations

Value increases continue in large base anchored by military presence
The city's $59.4 billion tax base has demonstrated resilience and continues to grow nearly to pre-recession levels, due in part to the
diversity of the local economy, stabilizing military presence and continued strength in tourism activity.

Exhibit 3

Ongoing economic development efforts drive tax base growth
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Source: Virginia Beach, VA CAFRs 2013-2017

The city’s real property assessed value has increased at an average annual rate of 1.3% since 2012. 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
spending as spending accounts for 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.
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Virginia Beach continues to benefit from stability in tourism activities with 79% of visitors designated as repeat visitors and summer
lodging sales totaling $193.3 million in fiscal 2016 up from $188 million in fiscal 2015. In addition, the city's residential development
market has seen some new activity with a number of multi-use properties expected to come online in the near term.

Conservative budgeting practices drive satisfactory operating results
Virginia Beach’s financial position should remain solid given a history of strong financial management and demonstrated adherence
to adopted policies. The economic downturn coupled with cuts in federal defense spending has pressured revenues at the state and
local levels and the city's pay-as-you-go capital appropriations and reserve levels have fluctuated. Real estate and personal property tax
revenues outperformed in fiscal 2017 while sales tax revenues performed slightly below budget (0.6%). Real estate taxes were up $15.6
million or 3.3% over fiscal 2016. Personal property taxes were up $4.2 million or 4.4% over fiscal 2016.

The fiscal 2018 budget increases by $58 million or 3%. Officials report that strong revenue growth helped to close the $16 million
budget gap related to schools. Real estate assessments grew by 3% or an additional $2.5 million, along with a number of other
revenues such as automobile license, general sales, charges for services and state and federal revenue performed better than expected.
We expect the city will maintain satisfactory overall reserves in compliance with the reserve policy of maintaining General Fund
reserves between 8%-12% of budgeted revenues.

Virginia and Hampton Roads region remains exposed to challenges from sea level rise and recurring flooding
The city of Virginia Beach and the region faces significant flooding risks associated with weather-related and tidal flooding. Gradual sea
level rise would worsen flooding in low-lying areas, and require rebuilding storm sewer infrastructure. In Virginia Beach, 59.8 out of the
nearly 310 square miles are susceptible to flooding over the next 100 years due, in large part, to low-lying land.(see Exhibit)

Exhibit 4

Virginia Beach is susceptible to flooding in Hampton Roads region
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City management takes a 3 stage approach to managing these risks including undergoing a comprehensive sea level rise study
evaluating four major watersheds. The 2018 CIP includes stormwater infrastructure projects to address flooding issues in areas of
the city experiencing recurrent flooding. Funding for this initiative will total $300 million over a 15-year period. Additionally the city
management has recently begun a series of public engagement activities that are expected to continue over the next 12-to-18 months.

LIQUIDITY
The city’s net cash as a percentage of General Fund revenues grew in fiscal 2017 to $168.5 million or 15.3% 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
fiscal 2018 capital plan totals $300.5 million.
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The city's 6 year plan includes major capital improvements, economic development projects, utility upgrades and school construction
and totals $1.6 billion and includes the major projects, as well as other projects to improve the city’s stormwater infrastructure,
road network, technology architecture, construct parks and modernize schools.Overall, the city's debt profile is expected to remain
manageable given continuation of rapid amortization of G.O. debt with 76% 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
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 $3.4 billion in 2017 or an above-average 2.39 times operating fund
revenues. Moody's uses the adjusted net pension liability to improve comparability of reported pension liabilities.

The city contributed 100% of its city and schools annual required OPEB costs in 2015. Total fixed costs which include debt service,
pension and OPEB pay go totaled 14.4% of 2017 expenditures.

Conservative and proactive budget management a strength to the credit profile
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, which is high compared to the nation. Institutional Framework scores
measure a sector's legal ability to increase revenues and decrease expenditures. 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. Virginia is a Right to Work state, providing significant expenditure-cutting
ability. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.
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