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Norfolk (City of) VA
Update to credit analysis

Summary
Norfolk's (Aa2, stable) local economy will continue to benefit from its regional importance
and strong military presence. A trend of structurally balanced operations have led to growth
in reserves and an increase in the city's financial flexibility. The city's elevated debt profile
will continue to be a credit pressure although its somewhat mitigated by the self-supporting
nature of some of the city's outstanding obligations.

Exhibit 1

Norfolk's financial position strengthened by 5.13% 5-year change in fund balance and 6.09%
change in cash since 2014
Available operating fund balance and cash as a % of revenues
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Source: Moody's Investors Service, Norfolk, VA

Although Norfolk faces significant risks associated with coastal flooding, management
continues to take a proactive approach to resiliency, integrating storm water projects into
capital plans and economic development.

On January 10, Moody's assigned Aa2 to the city's $139.5 million Series 2019 GO bonds.

Credit strengths

» Regionally important local economy anchored by military presence

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1157775
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» Satisfactory reserve levels

» Strategic and comprehensive approach to resiliency

» Proactive and conservative long-range planning

Credit challenges

» Elevated debt burden

» Exposure to federal spending reductions

» Susceptible to sea level rise and recurring flooding

Rating outlook
The stable outlook reflects our expectation of continued growth and diversification in the local economy and sound financial
performance.

Factors that could lead to an upgrade

» Material improvement in the city's financial performance bringing reserves in line with the rating category

» Reduction in debt burden

Factors that could lead to a downgrade

» Consecutive draw downs on reserves

» Declines in tax base and wealth levels

» Significant increase in debt burden

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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Key indicators

Exhibit 2

Norfolk (City of) VA 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $20,192,046 $20,892,353 $21,366,996 $21,918,700 $22,096,988 

Population             244,745             245,452             245,724             247,087            246,256 

Full Value Per Capita $82,502 $85,118 $86,955 $88,708 $89,732 

Median Family Income (% of US Median) 79.0% 78.1% 78.4% 78.4% 78.4%

Finances

Operating Revenue ($000) $581,611 $601,930 $606,973 $626,760 $652,438 

Fund Balance ($000) $85,001 $95,484 $104,633 $115,955 $124,427 

Cash Balance ($000) $55,242 $13,050 $64,475 $64,748 $103,811 

Fund Balance as a % of Revenues 14.6% 15.9% 17.2% 18.5% 19.1%

Cash Balance as a % of Revenues 9.5% 2.2% 10.6% 10.3% 15.9%

Debt/Pensions

Net Direct Debt ($000) $807,301 $856,900 $974,057 $1,058,395 $1,072,095 

3-Year Average of Moody's ANPL ($000) $1,359,203 $1,377,177 $1,358,712 $1,505,946 $1,638,947 

Net Direct Debt / Full Value (%) 3.8% 3.4% 4.0% 4.2% 4.0%

Net Direct Debt / Operating Revenues (x) 1.4x 1.4x 1.6x 1.7x 1.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 6.7% 6.6% 6.4% 6.9% 7.4%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.3x 2.3x 2.2x 2.4x 2.5x

Net direct debt has been adjusted to account for essential purpose self-supporting debt.
Source: Moody's Investors Service, Norfolk, VA, US Census

Profile
Norfolk is central to the Hampton Roads region and is home to the largest naval base in the world.

Detailed credit considerations
Norfolk's economy continues to diversify; military provides stability and regional importance
Norfolk's central location in Virginia's Hampton Roads region, strong military presence, and ongoing redevelopment of its downtown
and waterfront will continue to lend stability to its tax base. Norfolk is home to the world's largest naval station with 43,000 active
duty personnel and 21,000 civilians, which provides a balancing force for the regional economy. Although the military acts as a
stabilizing factor to the local economy, Norfolk remains vulnerable to federal spending cuts. We will continue to monitor the naval
station's exposure to federal spending reductions and any impact these reductions could have on the city's tax base.

Although the military remains an integral part of the Norfolk economy, the city continues ongoing efforts to diversify. Norfolk has
experienced significant growth in recent years including expansion of its retail, dining, and entertainment components. Norfolk
Gateway, a new 260,000 square feet 20 story development with Class A office space is expected to open in late 2020 and in
December the Pamunkey Indian Tribe announced ongoing negotiations with the city to build a resort casino and spa in Norfolk.

The regional economy also benefits from the Virginia Port Authority (revenue bonds rated A1/stable outlook), which provides over
300,000 jobs. The Port of Virginia remains the third largest port on the east coast and will remain a key component of the Norfolk
economy.

Wealth levels lag both state and national medians however per capita income has increased nearly 25% over the past decade. Median
family income equals 79% of the national median. It should be noted that these figures are moderately depressed by the city's military
population and tax-exempt properties. Norfolk's 3.4% unemployment rate has decreased significantly from a high of 9.1% in 2010.
Notably, the city added an additional 6,000 new jobs to the local economy in 2018 with recent announcements from ADP (2,100 jobs),
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Simons Premium Outlet (1,000 jobs) Movement Mortgage (750 jobs ), and IKEA (350 jobs). Previous trends of population decline from
1999-2010 have been reversed with over 5% growth in the city's population since 2010.

Norfolk's proactive approach to resiliency helps offset risks

Norfolk and the Hampton Roads region will continue to face significant climate risks associated with costal flooding and rising sea
levels. Norfolk is one of few U.S. cities on the Rockefeller Foundation's global 100 Resilient Cities list and takes a proactive approach
to planning for climate change. The city was awarded a $112 million HUD National Disaster Resilence Competition grant to address
coastal flooding and a $5 million grant to create a Coastal Resiliency Laboratory to spur economic development by innovating in
coastal design. Notably, the city set aside 1 penny on the real estate tax rate (1.85 million) dedicated to resilience.

Improving financial operations
Norfolk will maintain a satisfactory position going forward due to management's ongoing efforts to eliminate structural imbalance.
Management has achieved and maintained structural balance, adding to reserves since 2015. Although reserves remain below the
median for Virginia cities (29.5%) the expected continued trend of structural balance is a positive for the city's credit profile.

Fiscal 2018 ended with revenues at 100.7% of budget and expenditures at 97.9% of budget. Budget variances were largely driven by
mental health, human services and public safety budgetary savings. Real estate assessments continue to grow annually providing for
positive trends in tax revenues and sales tax and other local taxes (meals, hotel) continue to outperform budgetary projections growing
at an average annual rate of 2.8%.

The 2019 budget provides funding for resilience initiatives and other strategic goals of the city including poverty reduction, economic
opportunity and affordable housing in the city's St. Paul's neighborhood. The budget also includes an additional $5 million for Norfolk
Public Schools.

LIQUIDITY
Cash in fiscal 2018 totaled $103.8 million or 16% of revenues.

Elevated debt burden; significant portion of debt paid by dedicated fees and revenues outside of the General Fund
Norfolk's debt burden will remain above average given near-term borrowing plans and an average amortization of principal (66%
retired within 10 years). Officials report a substantial $331 million of the city’s fiscal 2018 debt service costs were paid from other
dedicated fees and revenues outside of the General Fund. An increase in the debt burden is expected over the near to medium term
as the city's 2019-2023 Capital Improvement Plan totals $189.1 million. When accounting for additional debt, Norfolk plans to remain
below its debt affordability policies of 3.5% of assessed value and 10% of expenditures.

Despite a relatively high debt burden to full value (inclusive of some debt paid by other sources), the city's debt service costs remained
manageable totaling 12.4% of fiscal 2018 expenditures and total fixed costs are also manageable at 25% of expenditures.

DEBT STRUCTURE
The city's existing debt portfolio contains a modest amount of variable rate debt which includes a $26.9 million of General Obligation
variable rate bonds issued to finance construction of the cruise terminal in the city. We believe the city’s variable rate debt represents a
manageable amount of interest rate exposure.

Norfolk currently has $200 million in authorization through its line of credit with the flexibility to increase or decrease the
authorization amount. The city plans to reduce the authorization to $125 million in 2019. The city has a $12.8 million private
placement loan issued in 2013.

DEBT-RELATED DERIVATIVES
The city is not party to any derivative agreements.

PENSIONS AND OPEB
The city participates in three defined benefit pension retirement systems that include, the Employees' Retirement System (ERS) that
is administered by the city, a Virginia Retirement System (VRS) for school board employees administered by the Commonwealth, and
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a VRS plan for state employees in constitutional offices that is also administered by the Commonwealth. In addition, the VRS plan for
school board employees administers both multiple-employer (non-professionals) and cost-sharing multiple employer (professionals)
plans. For all of the plans, the city's payments constituted 100% of the annual pension cost. The funded ratio of the city-run plan is
estimated at 78%. The city's adjusted pension liability, under Moody's methodology for adjusting reported pension data, is $1.7 billion
or an above-average 2.4 times operating revenues.

Norfolk funds OPEB on a pay-go basis. As of June 30, 2018 annual OPEB costs totaled $25.2 million with a net OPEB liability of $116.5
million. The city funded $4.4 million of the total OPEB cost.

Norfolk benefits from experienced management and a sound operating framework
Norfolk will continue to benefit from sound, proactive management. The city has remained structurally balanced and overall
improvement in the financial operations is a direct result of comprehensive financial planning including: a 5-year financial plan reported
to council twice per year, quarterly financial reporting and monitoring and 2-year budget development.

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.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in December 2016. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.
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