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Summary:

Norfolk, Virginia; General Obligation

Credit Profile

US$151.3 mil GO bnds ser 2019 due 08/01/2048

Long Term Rating AA+/Positive New

Norfolk GO

Long Term Rating AA+/Positive Affirmed

Rationale

S&P Global Ratings has assigned its 'AA+' long-term rating to Norfolk, Va.'s series 2019 capital improvement bonds. At

the same time, S&P Global Ratings affirmed its 'AA+' rating on the city's existing general obligation (GO) debt. The

outlook is positive.

S&P Global Ratings also affirmed its 'AA+/A-1+' dual rating on the city's series 2007 GO variable-rate demand bonds.

The dual rating is based on the long-term rating as well as a standby bond purchase agreement (SBPA) provided by

Royal Bank of Canada, which accounts for the short-term component. The SBPA, effective March 19, 2014, provides

coverage for payment of principal and 35 days' interest at a 12% annual rate for the purchase price of bonds that are

not successfully remarketed. The SBPA will expire on March 18, 2019, at which time we expect the city to replace the

agreement.

Norfolk's GO bonds are eligible to be rated above the sovereign under our criteria "Ratings Above The

Sovereign--Corporate And Government Ratings: Methodology And Assumptions" (published Nov. 19, 2013) because

we believe the city can maintain better credit characteristics than the U.S. in a stress scenario. The city has a

predominantly locally derived revenue source, with 44% of general fund revenue coming from property taxes, and

independent taxing authority and independent treasury management from the federal government.

Norfolk's full-faith-and-credit pledge secures the GO bonds. Officials will use series 2019 bond proceeds to fund

various capital projects according to the city's capital improvement program (CIP).

The rating reflects our view of the city's:

• 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

(FMA) methodology;

• Strong budgetary performance, with balanced operating results in the general fund and an operating surplus at the

total governmental fund level in fiscal 2018;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2018 of 21% of operating expenditures;
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• Very strong liquidity, with total government available cash at 47.0% of total governmental fund expenditures and

3.7x governmental debt service, and access to external liquidity we consider strong;

• Weak debt and contingent liability profile, with debt service carrying charges at 12.7% of expenditures and net

direct debt that is 106.5% of total governmental fund revenue; and

• Very strong institutional framework score.

Strong economy

We consider Norfolk's economy strong. The city, with an estimated population of 247,594, is located in the Virginia

Beach-Norfolk-Newport News 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 (EBI) of 85.0% of

the national level and per capita market value of $89,247. Overall, the city's market value grew by 0.8% over the past

year to $22.1 billion in 2018. The city unemployment rate was 4.7% in 2017.

Norfolk is in Virginia's economically diverse Hampton Roads area, which has the world's largest concentration of naval

installations. The military sector anchors the regional economy with almost 88,000 active-duty U.S. Navy personnel,

two-thirds of whom are assigned to the Norfolk navy base in the city. We believe that the city's below-average income

levels are due, in large part, to the significant military personnel concentration, as well as a significant student

population attending Norfolk's five colleges. Although the 65.9-square-mile city is built out, it continues to see

substantial large-scale development projects. We expect growth should continue through the city's urban core due, in

part, to the first light-rail system in Norfolk. The light-rail line runs along a 7.4-mile corridor from the city's eastern

border through downtown to the regional medical center.

A number of large-scale public-private partnerships have opened recently, including a Hilton Hotel and Executive

Conference Center and a Simon Premium Outlets. ADP, Movement Mortgage, and Optima Health have all moved to

the city in the past 24 months. In addition, a number of large-scale private-sector investments, such as Ikea and a Glass

Light Hotel, are scheduled to open in early to mid-2019 or soon thereafter. Some office space is being converted into

luxury high-rise apartments, and a $200-million five-year expansion and modernization of Sentara Norfolk General

Hospital is underway. Development beyond 2020 is expected in the expansion in the city's Harbor's Edge senior

community, a Tidewater Community College Arts Building, new $97 million investment in the Sentara Cancer Center,

and expected digital development surrounding the city's access to the transatlantic fiber optic cable. In December

2018, the Pamunkey Indian Tribe announced plans to construct a casino along the city's waterfront close to its

baseball stadium.

In addition to residential and hotel growth in downtown Norfolk, manufacturers are expanding, and new companies

are moving into the city. The commonwealth is in the process of improving port facilities through a new intermodal

connector at 1-564, as well as optimization projects at the port. We expect that positive trends in assessed value (AV)

and market value growth, as well as growth in the city's economic indicators, such as projected per capita EBI, to

continue.

Very strong management

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

methodology, indicating financial practices are strong, well embedded, and likely sustainable.
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For revenue and expenditure assumptions, Norfolk uses trend-line analysis and outside sources to help formulate

conservative budget assumptions. The city's budgetary goals are:

• Five-year budget forecasts that guide annual budget requests;

• Recurring expenditures funded by recurring revenue; and

• Cash contributions to the CIP.

Norfolk provides monthly budget-to-actual financial reporting, quarterly reporting for investments, detailed five- and

10-year financial forecasting that is reviewed annually, and a formalized five-year CIP that is updated annually with

funding sources identified. The city's debt policy has established self-imposed debt service-limitation guidelines that

management employs in financial planning and CIP budgeting. Norfolk also maintains a formal reserve policy that

requires the unassigned fund balance to equal at least 5% of budgeted expenditures. The city has consistently

maintained balanced operations and historically responded quickly to changes in revenue in differing economic

climates.

We note that Norfolk is updating its policies for its reserve target and its debt limit. The updated reserve target would

place a higher threshold for minimums and provide codified funding for several city initiatives. In addition, the city is

looking to increase its debt limit because it recognizes its need to address several long-term general capital issues. In

addition to increasing the debt limit, several new affordability measures might be approved, such as 10-year payout of

55% or greater, overlapping debt of .5%, and variable-rate debt no more than 20% by fund.

Norfolk is continuing to incorporating improvements to infrastructure in order to address sustainability, climate

change, and sea level rise in its long-term planning efforts and development regulations. Those activities related to

improvements to existing stormwater, water, wastewater, and reuse water infrastructure systems and seawalls will

extend the life of these facilities before they must be completely rebuilt at higher elevations. Norfolk is one of the

Rockefeller Foundation's 100 Resilient Cities. The city released a resiliency strategy in 2015. The city has dedicated

resources to address resiliency challenges, such as a dedicated portion of the tax levy, as well as entering various

partnerships with the federal and state governments.

Strong budgetary performance

Norfolk's budgetary performance is strong, in our opinion. The city had balanced operating results in the general fund

after adjustments and surplus results across all governmental funds after adjustments for one-time capital costs.

We have adjusted the city's 2018 figures for ongoing transfers in and out of the general fund, one-time operating

expenses, and bond-funded capital. On the revenue side, the city outperformed its budgeted levels by $5.9 million. The

primary driver of the revenue surplus was proceeds from the sale of land, which has not been included because it was

one-time revenue. Overall, the city's expenditures were under budget, with savings in a majority of expense categories.

Savings in public safety and human services were two of the most significant cost-saving line items. The city has been

able to generate this surplus, as well as surpluses in previous years', through its conservative revenue and expenditure

assumptions, coupled with management's longstanding forecasting.

For the fiscal 2019 budget, the city raised its real estate tax rate to $1.25 from $1.15 per $100 of AV, bed tax by $1 per
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hotel room, cigarette tax by 10 cents per pack, and made other adjustments to fees, totaling about $3 million in

additional revenues. As part of the increase in property taxes, the city has allocated portions of the additional revenue

for specific purposes, such as school funding and resiliency efforts.

As the partial U.S. federal government shutdown nears the end of its third week, we believe Norfolk is well positioned

to absorb any temporary disruptions resulting from federal workforce furloughs. The city has indicated that a majority

of the federal workers within the city are deemed essential and have not been furloughed. Additional private sector

employment expansion has insulated the city from the current shutdown. Therefore, we do not anticipate a significant

disruption in the city's revenues.

We view the revenue makeup as relatively stable, with a majority of revenues coming from property taxes. With the

increasing economic activity, revenues have increased steadily, including 13% growth in sales tax and 15% growth in

meals and hotel tax over the past three years. Norfolk has a diverse revenue stream. General fund revenue consists

primarily of property taxes (44% of revenue), followed by consumer utility, sales-and-use, restaurant and food,

business license, cigarette, and motor vehicle taxes (totaling more than 26.6%) in fiscal 2018.

Very strong budgetary flexibility

Norfolk's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2018 of 21% of

operating expenditures, or $135.7 million. The available fund balance includes $115.1 million (18.2% of expenditures)

in the general fund and $20.6 million (3.3% of expenditures) that is outside the general fund but legally available for

operations.

Norfolk has historically carried reserves well above its formalized policy level. Based on the city's history of strong

performance, we do not expect a material change in its reserve position. We expect the city will maintain available

general fund reserves above 15% of expenditures for at least the next two fiscal years.

In addition, management indicates that a number of reserves held in funds outside of the general fund are unrestricted

and could be reclassified by council if necessary. These reserves, which totaled $20.6 million at the end of fiscal 2018,

are held in the committed fund balance, fleet management, cemeteries, and towing funds. We believe that these

additional reserves provide the city with further flexibility.

Very strong liquidity

In our opinion, Norfolk's liquidity is very strong, with total government available cash at 47.0% of total governmental

fund expenditures and 3.7x governmental debt service in 2018. In our view, the city has strong access to external

liquidity if necessary.

We believe Norfolk has strong access to external liquidity because it has issued GO bonds and revenue bonds

frequently over the past 15 years.

Cash and investments are maintained primarily in demand deposits, certificates of deposit, U.S. government

obligations, commercial paper, and the state treasurer's local government investment pool.

Norfolk maintains one series of variable-rate GO debt, issued in 2007, currently totaling $24.6 million. Regarding the

2007 series variable-rate debt, the city entered into an SBPA in 2014 with Royal Bank of Canada. We understand that
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the SBPA will expire in March 2019. In addition, the city maintains a privately placed 3.54% fixed-rate GO issuance

with Bank of America N.A. that totals about $12 million. We don't believe Norfolk's variable-rate debt or private

placement materially affect the city's credit quality.

In December 2014, the city established a revolving line of credit agreement with Bank of America Merrill Lynch for up

to $125 million, which was later increased to $200 million in May 2016. The city's full-faith-and-credit pledge secures

the line of credit.

Management indicates it will be used to provide flexible interim financing for capital improvements projects. Draws on

it will likely be repaid through the issuance of GO bonds. The city plans to reduce its credit line to $125 million in

2019. We do not anticipate a change in the city's liquidity score over the outlook period.

Weak debt and contingent liability profile

In our view, Norfolk's debt and contingent liability profile is weak. Total governmental fund debt service is 12.7% of

total governmental fund expenditures, and net direct debt is 106.5% of total governmental fund revenue.

The CIP for general capital for fiscal years 2019-2023 totals approximately $189.1 million. Even with the expected

slight expansion of the city's debt metrics, we expect Norfolk will stay within its debt-affordability measures and at

levels that we consider moderate.

Norfolk's combined required pension and actual other postemployment benefits (OPEB) contributions totaled 6.4% of

total governmental fund expenditures in 2018. The city made its full annual required pension contribution in 2018.

The city maintains three defined-benefit pension retirement plans, including its employees retirement system (ERS)

that it administers, a Virginia Retirement System (VRS) plan administered by the state for school board employees, and

a VRS plan for state employees. Most of the city's employees are in the city-run ERS plan. Norfolk has historically paid

the full annual required contribution of its plans. We understand that the city's net pension liability for the ERS plan for

the governmental and business-type activities totals $282.4 million assuming a 7.0% discount rate. As of June 30,

2018, the ERS plan was 78.71% funded. The city expects to adopt a policy for pension funding that states each

contribution will be the greater of the prior year's contribution or the current year's actuarially defined contribution

until 100% funded.

In addition, Norfolk provides postretirement health care benefits to eligible employees. The city funds this actuarially

required contribution, which was about $5.0 million in fiscal years 2017 and 2018 for city and line-of-duty (firefighters

and police) employees, through pay-as-you-go financing. As of June 30, 2017, the unfunded actuarial accrued liability

was $29.6 million for city employees and $22.3 million for line-of-duty employees, totaling $51.9 million.

Very strong institutional framework

The institutional framework score for Virginia cities with a population of more than 3,500, such as Norfolk, is very

strong.
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Outlook

The positive outlook reflects our opinion that there is a one-in-three chance we could raise the rating within the

one-year outlook period. If the local economy were to continue to expand and diversify, resulting in higher income

indicators, coupled with the city's ability to maintain strong performance and flexibility levels, we could raise the

rating. However, if economic growth were to stagnate; if the debt profile were to materially weaken; or if reserves were

to decrease below the policy level temporarily, we could revise the outlook to stable.
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Ratings Detail (As Of January 11, 2019)

Norfolk GO

Long Term Rating AA+/Positive Affirmed

Norfolk GO

Long Term Rating AA+/Positive Affirmed

Norfolk GO

Long Term Rating AA+/Positive Affirmed

Norfolk GO

Long Term Rating AA+/Positive Affirmed

Norfolk GO

Long Term Rating AA+/A-1+/Positive Affirmed

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found

on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.
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