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Update to analysis

Summary
Virginia Beach's (Aaa, stable) financial condition continues to benefit from growing revenues
driven by growth in taxable value and ongoing economic development. 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.

On June 25th we assigned a Aaa to the city's General Obligation Public Improvement and
Refunding Bonds, Series 2019A and 2019B.

Credit strengths

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

» Comprehensive financial policies and conservative budgeting approach

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

» Substantial declines in reserves

» Increasing reliance on fund balance appropriations

» Deterioration of tax base or significant underperformance of economically sensitive
revenues

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1182926
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Key indicators

Exhibit 1

Virginia Beach (City of) VA 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $53,960,684 $56,022,609 $57,493,914 $59,478,024 $61,291,075 

Population            445,623            448,290            449,733            450,057            456,538 

Full Value Per Capita $121,090 $124,970 $127,840 $132,157 $134,252 

Median Family Income (% of US Median) 120.4% 117.6% 116.4% 115.4% 115.4%

Finances

Operating Revenue ($000) $1,298,809 $1,348,940 $1,382,276 $1,424,125 $1,497,677 

Fund Balance ($000) $197,087 $194,340 $216,765 $248,026 $258,010 

Cash Balance ($000) $199,242 $188,376 $221,501 $259,873 $276,037 

Fund Balance as a % of Revenues 15.2% 14.4% 15.7% 17.4% 17.2%

Cash Balance as a % of Revenues 15.3% 14.0% 16.0% 18.2% 18.4%

Debt/Pensions

Net Direct Debt ($000) $987,886 $998,693 $976,532 $924,395 $933,893 

3-Year Average of Moody's ANPL ($000) $2,674,272 $2,896,476 $2,648,497 $2,861,987 $3,022,549 

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

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

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 5.0% 5.2% 4.6% 4.8% 4.9%

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

Source: Moody's Investors Service, Virginia Beach, VA, US Census

Profile
Virginia Beach is the largest city in the Commonwealth. The regionally important local economy benefits from strong military presence
and tourism.

Detailed credit considerations

Value increases continue in large base anchored by military presence
Virginia Beach's $61.2 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. The city’s real property
assessed value has increased at an average annual rate of 2.6% since 2013. Median family income levels are slightly higher than other
Hampton Roads jurisdictions and the national average, and approximate state 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 43,000 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.

Virginia Beach continues to benefit from stability in tourism activities with 75% of visitors designated as repeat visitors. The city
continues to make strategic investments in tourism with 10% of the FY 2020-2025 CIP dedicated to economic and tourism
development, up from 4% in the FY 2017-2022 CIP.

On May 31, 2019, a tragic shooting occurred in and around building 2 of the city's Municipal Center. Eleven city employees and 1
contracter were fatally shot and four other city employees were critically wounded. The City was able to relocate employees and
provide public services previously provided in building 2 within 10 business days. City officials report plans for repurposing Building 2

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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are under way. Despite this tragedy, the City's operations and financial condition are not expected to be materially adversely affected
by the event or its aftermath. We will continue to monitor any potential challenges to the city's credit profile as a result of this
incident.

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. Real estate and personal property tax revenues outperformed in fiscal 2018 with all revenues up 6.3% over budget.
Expenditures also came in under budget primarily related to general government expenses and schools. As a result, total General Fund
balance increased by $11.7 million to $230 million or 20.1% of revenues.

Approximately 58.2% of General Fund revenue has been collected through April 30, 2019 which is in line with fiscal 2018 performance
while 82% of the budget had been expended.

On April 17, the Circuit Court of the City of Virginia Beach ruled in favor of the city of Virginia Beach in a breach of contract suit
brought by Mid-Atlantic Arena, LLC seeking up to $165 million in damages relating to the costs of developing and financing a 15,500
seat, $245 million sports and entertainment arena complex and alleged lost future profits. The developer sued the City after the City
terminated the development agreement for the arena project upon the developer’s failure to obtain legally binding equity and loan
commitments to fund the full construction of the arena by a contractually required deadline. On May 24, 2019, the Mid-Atlantic Arena,
LLC filed with the Circuit Court of the City of Virginia Beach a notice of its intent to appeal the Circuit Court’s ruling to the Virginia
Supreme Court. The City intends to vigorously defend any appeal. In the unlikely event Mid-Atlantic Arena, LLC prevails on appeal, we
would evaluate any potential impact of the ruling on the city's overall credit profile.

LIQUIDITY
The city’s net cash as a percentage of General Fund revenues grew in fiscal 2018 to $184 million or 16% 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
approved FY 2020 CIP totals $388.5 million. The city's total 6-year CIP totals $1.7 million with stormwater projects now comprising
the largest section of the CIP, accounting for a 41% increase from 2019 with 25 new projects added.

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)

City management takes a proactive approach to managing these risks including undergoing a comprehensive sea level rise study
evaluating four major watersheds. The 2019 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 fee from FY 2018- 2025.

3          1 July 2019 Virginia Beach (City of) VA: Update to analysis



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Exhibit 2

Virginia Beach is susceptible to flooding in Hampton Roads region
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Source: Virginia Institute of Marine Science, Recurring Flooding Study for Tidewater Virginia

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 billion in 2018 or an above-average 2.05 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 2018. Total fixed costs which include debt service,
pension and OPEB pay go totaled 14.5% of 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.

Rating methodology and scorecard factors
The US Local Government General Obligation 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.
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Exhibit 3

Virginia Beach (City of) VA

Rating Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $61,291,075 Aaa

Full Value Per Capita $134,252 Aa

Median Family Income (% of US Median) 115.4% Aa

Notching Factors:
[2]

Institutional Presence Up

Regional Economic Center Up

Finances (30%)

Fund Balance as a % of Revenues 17.2% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 2.6% A

Cash Balance as a % of Revenues 18.4% Aa

5-Year Dollar Change in Cash Balance as % of Revenues 4.7% A

Management (20%)

Institutional Framework Aaa Aaa

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.5% 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 dated December 16, 2016.
[3]Standardized adjustments are outlined in the GO Methodology Scorecard Inputs updated for 2018 publication
Source: Virginia Beach, VA CAFRs, US Census Bureau, Moody's Investors Service
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