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Opinion

NEW YORK, December 31, 2014 --Moody's Investors Service has assigned a Aa2 rating with a stable outlook to
the City of Virginia Beach's (VA) $23.5 million Storm Water Utility Revenue Bonds, Series 2015. The bonds are
secured by net revenues of the storm water system and Legal protections include a 1.15 times rate covenant and
a cash-funded debt service reserve. Concurrently, Moody's has affirmed the Aa2 rating on the city's $23.38 million
of outstanding post-issuance parity debt.

SUMMARY RATINGS RATIONALE

The Aa2 rating and stable outlook are based on the sound financial performance of the storm water utility, overall
favorable credit characteristics of the service area (City of Virginia Beach G.O. rating Aaa/stable), adequate legal
provisions and the strength of the debt security which is a dedicated fee paid by owners of developed real property
in the city.

The stable outlook reflects Moody's expectation that financial operations will remain sound in the near term. The
outlook also reflects expected overall stability in the service area.

STRENGTHS

Dynamic service area stabilized by the presence of the tourism industry and military bases

Strong financial performance

CHALLENGES

On-going environmental regulations likely

DETAILED CREDIT DISCUSSION

AMPLE CAPACITY IN SYSTEM; ADDITIONAL ENVIRONMENTAL REGULATIONS LIKELY

The storm water utility was created in the mid 1990s and consists of pipes, drainage ditches, canals, ponds and



lakes across the entire city, which is divided into two watersheds. The system does not tie into the sanitary sewer
system and therefore system load varies only in response to weather. At this time, the utility expects renewal of its
storm water discharge permit through the Virginia DEQ. MS4 permits are overdue for most Virginia municipalities
and negotiations are ongoing. Additional costs under the new MS4 permit are likely but are not estimated to be
more than $3 million per year. New storm water regulations are expected shortly and may require additional
significant capital investment to address pollution control in Chesapeake Bay, while costs were originally
estimated at $20 million to $124 million per year new forecasts show $5 million annual costs associated with the
clean up.

The basis for determining storm water fees is the ERU (Equivalent Residential Unit) which reflects the percentage
of impervious cover on parcels of real property. Charges vary depending on residential, multifamily and non-
residential properties, and credits of up to 50% can be provided if on-site drainage features are provided by multi-
family and non-residential properties, provided that regulatory guidelines are met and adhered to as verified by
inspections mandated by City Code. Because only a significant change in the proportion of impervious cover
would significantly alter the revenue stream associated with the fee, we consider the debt security underlying
these bonds to be very stable. As a result, our assessment of the credit quality of the bonds ties most directly to
that broad and secure revenue source. Approximately 62% of customers are residential with 38% non-residential.

SYSTEM OPERATIONS REMAIN SOUND WITH AMPLE DEBT SERVICE COVERAGE

Virginia Beach's storm water utility operations are expected to remain satisfactory due to the utility's practice of
reviewing and raising rates annually, its ability to raise rates without additional levels of approval and moderate
long-term growth potential in the service area. System rates increased to $0.433 per day per ERU from $0.416 in
fiscal 2013. Operating ratios have dropped to a sound 41.5% in fiscal 2014 down from 60% in fiscal 2009 after a
period of tighter operations in the utility's first years. The system's leverage (debt ratio of 8.3% in fiscal 2014) is
currently low. Debt service coverage has been strong, totaling 9.4 times in fiscal 2013 and increasing to a sound
approximate 11 times in fiscal 2014.

Storm water fees are levied on all owners of developed property and are billed bi-monthly along with water and
sewer bills. City code allows for a 10% per year interest charge on unpaid fees, although that charge has not
generally been applied except for a small number of accounts with long-standing delinquencies that have been
referred for collection. System collections have averaged over 99% for the last five fiscal years. Any unpaid fees
and accrued interest constitute a lien against the property on parity with liens for unpaid taxes, including real estate
taxes. Future borrowing plans are moderate; the utility has approximately $20.7 million in authorized but unissued
debt remaining post issuance.

Virginia Beach's employee retirement systems are administered through the Virginia Retirement System (VRS), a
multi-employer pension plan administered by the Commonwealth of Virginia (Aaa/stable). The city's combined
annual required contribution (ARC) for the plans for 2014 was 7.5% of operating fund expenditures. The combined
adjusted net pension liability, under Moody's methodology for adjusting reported pension data totaled $1.9 billion or
an above-average 1.5 times operating fund revenues and 3.55% of full value. Moody's 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

LARGE DYNAMIC SERVICE AREA LARGE TAX BASE ANCHORED BY MILITARY PRESENCE AND
TOURISM

The city's $54 billion tax base has demonstrated resilience through the recession, with the diversity of the local
economy and continued strength in tourism activity and the commercial sector staving off the more substantial
taxable value declines experienced in neighboring Virginia communities. With a population of 449,628 (over 14%
growth since 1990), Virginia Beach is the largest city in Virginia. 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.

Moody's Economy reports that employment growth is comfortably above the state average, and a growing labor
force is responsible for pushing up employment. The main generators of this strong performance are port-related
activities and tourism. In addition, the city's residential development market has seen some new activity with a
number of multi-use properties expected to come online between late 2013 through 2015. Additionally the city is
exploring the benefit from a new transit light rail development which will connect the city to Norfolk's (GO rated
Aa2) existing light rail line. While officials report various proposals in the review process and routes are still under
consideration, the city continues to actively plan around the concept of the project.



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. Officials report that 2013 defense spending is down 1.8% compared to
increases of 6.1% annually from 2000-2011.

OUTLOOK

The stable outlook reflects Moody's expectation that financial operations will remain sound in the near term. The
outlook also reflects expected overall stability in the local service area.

WHAT COULD MAKE THE RATING GO UP

Strengthening of legal provisions

Improvement in service area demographics

WHAT COULD MAKE THE RATING GO DOWN

Significant declines in coverage and liquidity

Deterioration of tax base or economically sensitive revenues

KEY STATISTICS:

Security: Net revenues of the city's storm water system.

Storm Water Accounts: 150,000

Payout of revenue bond principal:

5 years: 17.6%

10 years: 38.8%

25 years: 100%

Fiscal 2014 Operating Ratio: 52.5%

Fiscal 2014 Debt Ratio: 8.3%

Fiscal 2014 Debt Service Coverage: 11 times

RATING METHODOLOGY

The principal methodology used in this rating was US Municipal Utility Revenue Debt published in December 2014.
Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.



Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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