
Summary:

Virginia Beach, Virginia;
Appropriations; General Obligation

Primary Credit Analyst:

Danielle L Leonardis, New York (1) 212-438-2053; danielle.leonardis@standardandpoors.com

Secondary Contact:

Michael J Mooney, New York (1) 212-438-4943; michael.mooney1@standardandpoors.com

Table Of Contents

Rationale

Outlook

Related Criteria And Research

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 20, 2016   1

1565197 | 300001317



Summary:

Virginia Beach, Virginia; Appropriations; General
Obligation

Credit Profile

US$60.435 mil GO pub imp bnds ser 2016A due 02/01/2036

Long Term Rating AAA/Stable New

US$51.15 mil GO pub imp rfdg bnds ser 2016B due 02/01/2029

Long Term Rating AAA/Stable New

Virginia Beach GO

Long Term Rating AAA/Stable Affirmed

Virginia Beach Dev Auth, Virginia

Virginia Beach, Virginia

Virginia Beach Dev Auth (Virginia Beach)

Long Term Rating AA+/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'AAA' rating to Virginia Beach, Va.'s general obligation (GO) public

improvement and refunding bonds series 2016 A and B. At the same time, we affirmed our 'AAA' rating on the city's

existing GO debt and 'AA+' rating on the Virginia Beach Development Authority's appropriation-backed debt issued

for the city. The outlook is stable.

A pledge of the city's full faith credit and resources and an agreement to levy ad valorem property taxes without

limitation as to rate or amount secure the GO bonds. The public facility revenue bonds are secured by a city pledge to

make annual appropriations to the development authority and has assigned all annual payments, net of fees, costs, and

expenses, to the trustee as per the agreement of trust.

We understand proceeds from this issue will be used to finance various capital projects primarily for infrastructure,

parks and recreation, and education purposes as well as refund all or a portion of the city's GO bonds series 2009. Net

present value savings is estimated at almost 5% above the city's minimum of 3%.

In our opinion, the rating reflects our assessment of the city's following credit characteristics:

• Very strong economy, with access to a broad and diverse metropolitan statistical area (MSA) and a local stabilizing

institutional influence;

• Very strong management, with "strong" financial policies and practices under our Financial Management

Assessment methodology;

• Adequate budgetary performance, with an operating deficit in the general fund but an operating surplus at the total

governmental fund level in fiscal 2015;

• Strong budgetary flexibility, with an available fund balance in fiscal 2015 of 14.0% of operating expenditures;
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• Very strong liquidity, with total government available cash at 24.1% of total governmental fund expenditures and

3.4x governmental debt service, and access to external liquidity we consider exceptional;

• Very strong debt and contingent liability position, with debt service carrying charges at 7.1% of expenditures and

net direct debt that is 72.6% of total governmental fund revenue, as well as low overall net debt at less than 3% of

market value and rapid amortization, with 69.1% of debt scheduled to be retired in 10 years; and

• Very strong institutional framework score.

Very strong economy

We consider Virginia Beach's economy very strong. The city, with an estimated population of 453,184, is located in

Virginia Beach City County in the Virginia Beach-Norfolk-Newport News, Va.-N.C. MSA, which we consider to be

broad and diverse. The city also benefits, in our view, from a stabilizing institutional influence. The city has a projected

per capita effective buying income of 113% of the national level and per capita market value of $123,620. Overall, the

city's market value grew by 4.4% over the past year to $56 billion in 2015. The county unemployment rate was 4.9% in

2014.

Virginia Beach is the commonwealth's largest city based on population and is an integral part of the Hampton Roads

regional economy. Tourism and several military facilities anchor the economy. With 38 miles of shoreline, Virginia

Beach is a prime tourist destination, in particular for East Coast vacationers. Despite the recent recession, tourist

activity remains solid. Also located in the city are Oceana Naval Air Station, Oceana Naval Air Station Dam Neck

Annex, and Joint Expeditionary Base Little Creek-Fort Story.

Virginia Beach has a significant military presence with more than 34,000 service and civilian employees and an annual

payroll of more than $2.5 billion spread across several installations. Although the military provides stability to the

economy, the effects from federal sequestration have been moderate. Furthermore, economic diversification continues

with various projects that span beyond the traditional tourism and military sectors. Unemployment, at 4.9% in 2014,

has historically been below the rates for the commonwealth, the region, and nation. The city's strong per capita

income reflects its residents' access to jobs in neighboring areas. The city has projected per capita effective buying

income of 113% of the U.S. Per capita market value for the city was $123,620 in fiscal 2015. Following several years of

declines in the tax base because of the recession, assessed value increased 3.8% in 2015 and the city is projecting a

3.2% increase in assessed value for fiscal 2016 to $52.1 billion. The growth would reflect an increase in building

permits and a reduction in home foreclosures. Moderate term economic development plans (not all approved, to date)

are significant in scope and include an arena, which just received formal city council approval in December 2015

(conditioned upon the developer obtaining private financing), the approval of Phase VI of Town Center, the

redevelopment of the Dome site into an entertainment complex, additional resort properties, public-private

partnerships and the construction of a transit and light rail line. In our opinion, if these projects come to fruition, they

will significantly add to the tax and employment bases; and add to being a year-round destination. The light rail line

extension has just recently been approved in the fiscal 2016 budget.

Very strong management

We view the city's management as very strong, with "strong" financial policies and practices under our Financial

Management Assessment methodology, indicating financial practices are strong, well embedded, and likely

sustainable.
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Through conservative practices and well-adhered-to policies, the city's financial position remains strong. The formal

reserve policy requires the maintenance of an unreserved-undesignated general fund balance at between 8% and 12%

of next year's revenues. The city measures its formal debt issuance policy in multiple ways. Some major debt

affordability policies include (net of self-supporting utility debt) an overall net debt-to-market value cap of 3.5%; an

overall net debt per capita ceiling of $3,000, which it just recently raised from $2,800 per capita for the fiscal 2016

budget to account for the cost of several major projects including light rail and the arena project, and a general

governmental expenditure debt service carrying charge limit of 10%, which was recently revised downward from

12.5%. The six-year rolling capital improvement program identifies all revenue sources. The investment policy is

conservative and does not permit derivatives. Officials provide updates to the city council throughout the year. The

city uses formal historical trend analysis when preparing the budget and makes amendments only when necessary.

Adequate budgetary performance

Virginia Beach's budgetary performance is adequate in our opinion. The city had deficit operating results in the general

fund of negative 11.5% of expenditures, but a surplus result across all governmental funds of 2.4% in fiscal 2015.

Management attributes the drawdown in fiscal 2015 to various major revenue streams not meeting budget; including

sales, utility and business licenses taxes coupled with an increase in pay-go funding. Virginia Beach's financial

performance benefits from strong reserves and management by an experienced team. We consider the city's revenue

stream to be relatively stable, with property taxes accounting for 53% of total general fund revenues. Other local taxes,

which we consider more economically sensitive, include sales, utility, telecommunication, hotel room, and restaurant

meals taxes. Apart from some modest fluctuations in recent years, these taxes have not had any significant volatility.

Interim fiscal 2016 financials (through November) have revenues and expenditures tracking near budget with total

general fund revenue collection currently at 33%. While it is too early to project reserve levels, we do expect them to

remain in line with prior years.

Although the city remains conservative with its projections, it historically budgets conservatively and assumes

worst-case scenarios. The city's adopted fiscal 2016 operating budget included a six-cent increase in the real estate

tax, a five-cent per pack increase in the cigarette tax, a $5 increase in the vehicle license fee and a $1.00 per hotel

room night increase (sun-setting November of 2020). Despite the various tax rate increases: property tax rates remain

the lowest in the region while others remain in line with the region.

The fiscal 2017 budget preparation is currently underway and will be presented to council in March.

Strong budgetary flexibility

Virginia Beach's budgetary flexibility is strong, in our view, with an available fund balance in fiscal 2015 of 14.0% of

operating expenditures, or $143.3 million.

In our opinion, the city's budgetary flexibility is strong, with reserves averaging almost 16% of expenditures over the

past three fiscal years (2013-2015) and no plans to significantly spend them down. The city's total available reserve

balance was $143.3 million or 14.0% of expenditures in fiscal 2015. Property taxes are the city's largest general fund

revenue source, accounting for 53% of total general fund revenues, followed by sales (5.8%), utility (4.3%), business

license taxes (4.4%), and restaurant meals taxes (3.8%).
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Interim finances through November for fiscal 2016, indicate both revenues and expenditures are tracking close to

budget. While it is still early to estimate reserve levels, we believe them to remain within prior years' levels and in

accordance with formal policy.

The fiscal 2017 operating budget is currently being prepared and will be proposed to Council on March 22, 2016.

Budget adoption is expected on May 10, 2016. Currently, the city is estimating a budget gap of anywhere from $20

million to $30 million based on contributions made to the Virginia Retirement System (VRS). The city is currently

working to address this budget gap prior to presentation.

Very strong liquidity

In our opinion, Virginia Beach's liquidity is very strong, with total government available cash at 24.1% of total

governmental fund expenditures and 3.4x governmental debt service in 2015. In our view, the city has exceptional

access to external liquidity if necessary.

We believe the city has exceptional access to external liquidity. The city has issued bonds frequently during the past 15

years, including GO bonds, appropriation-backed debt, and water and sewer revenue bonds. Management has

confirmed it has no contingent liquidity risks from financial instruments with payment provisions that change upon the

occurrence of certain events. In addition, the city does not hold any investments we deem aggressive.

Very strong debt and contingent liability profile

In our view, Virginia Beach's debt and contingent liability profile is very strong. Total governmental fund debt service

is 7.1% of total governmental fund expenditures, and net direct debt is 72.6% of total governmental fund revenue.

Overall net debt is low at 1.8% of market value, and approximately 69.1% of the direct debt is scheduled to be repaid

within 10 years, which are in our view positive credit factors.

In our opinion, debt levels are projected to modestly rise; given the size and scope of projects currently planned for,

including planned arena infrastructure costs. The six-year bond program has issuances scheduled annually. The debt

has already been authorized and the project schedule is mostly set. We expect debt issuance in the next two years will

bring net direct debt to roughly 96% of total governmental fund revenue.

Virginia Beach's combined pension and other postemployment benefits (OPEB) contributions totaled 4.6% of total

governmental fund expenditures in 2014. Of that amount, 4.0% represented contributions to pension obligations and

0.5% represented OPEB payments. The city made its full annual required pension contribution in 2014.

Virginia Beach's combined required pension and actual other postemployment benefits (OPEB) contributions totaled

4.2% of total governmental fund expenditures in 2015. Of that amount, 3.7% represented required contributions to

pension obligations, and 0.5% represented OPEB payments. The city made its full annual required pension

contribution in 2015.

The city participates in the commonwealth-administered pension plan and makes the annual required contribution

(ARC). The combined ARC and OPEB payments to the Virginia Pooled OPEB Trust for fiscal 2015 was 4.2% of total

expenditures. The city does not expect these costs to increase substantially in the near term. The city's plan was 71%

funded as of June 30, 2015.
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Very strong institutional framework

The institutional framework score for Virginia cities and towns with a population greater than 3,500 and/or with a

school division is very strong.

Virginia Beach's GO bonds are eligible to be rated above the sovereign because we believe the city can maintain better

credit characteristics than the U.S. in a stress scenario. Under our criteria "Ratings Above the Sovereign: Corporate and

Government Ratings--Methodology and Assumptions," U.S. local governments are considered to have moderate

sensitivity to country risk. The city general obligation pledge is the primary source of security on the debt; this severely

limits the possibility of negative sovereign intervention in the payment of the debt or in the operations of the city. The

institutional framework in the U.S. is predictable for local governments, allowing them significant autonomy,

independent treasury management and no history of government intervention. Virginia Beach has considerable

financial flexibility, as demonstrated by the very high fund general balance as a percentage of expenditures, as well as

very strong liquidity.

Outlook

The stable outlook reflects our view of the city's consistent financial performance and very strong economy, which is

supported by a very strong management. We do not expect to revise the rating in the next two years because we

believe the city will maintain its very strong budget flexibility and liquidity and remain an integral component of the

Hampton Roads regional economy. However, although unlikely, if the city were to significantly draw on reserves due

to fiscal pressures of future increased capital projects, falling below its own formal policies and lacking a clear and

timely plan to restore reserves, the rating may be lowered.

Related Criteria And Research

Related Criteria

• USPF Criteria: Local Government GO Ratings Methodology And Assumptions, Sept. 12, 2013

• USPF Criteria: Financial Management Assessment, June 27, 2006

• USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

• USPF Criteria: Appropriation-Backed Obligations, June 13, 2007

• USPF Criteria: Assigning Issue Credit Ratings Of Operating Entities, May 20, 2015

• Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

• Ratings Above The Sovereign: Corporate And Government Ratings—Methodology And Assumptions, Nov. 19, 2013

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

• Institutional Framework Overview: Virginia Local Governments

Ratings Detail (As Of January 20, 2016)

Virginia Beach GO pub imp bnds

Long Term Rating AAA/Stable Affirmed
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Ratings Detail (As Of January 20, 2016) (cont.)

Virginia Beach Dev Auth, Virginia

Virginia Beach, Virginia

Virginia Beach Dev Auth (Virginia Beach) pub fac rev bnds

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) pub fac rev rfdg bnds

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) pub fac rev rfdg bnds

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) APPROP

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) APPROP

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) GO

Long Term Rating AA+/Stable Affirmed

Virginia Beach Dev Auth (Virginia Beach) GO

Long Term Rating AA+/Stable Affirmed

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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