
FITCH RATES NORFOLK, VA'S $139.4MM
GOS 'AA+'; OUTLOOK STABLE

  
 Fitch Ratings-New York-10 January 2019: Fitch Ratings has assigned a 'AA+' rating to the
 following Norfolk, VA (the city) general obligation bonds (GOs): 
  
 --$139.4 million GO capital improvement bonds, series 2019. 
  
 The series 2019 bonds are expected to sell on a competitive basis Jan. 23. Bond proceeds will
 finance capital projects and provide long-term financing of certain costs that have been financed on
 an interim basis. 
  
 In addition, Fitch affirms the city's Issuer Default Rating (IDR) and approximately $843 million of
 outstanding GO bonds at 'AA+'. 
  
 The Rating Outlook is Stable. 
  
 SECURITY 
 The bonds are general obligations of the city to which the city has pledged its full faith and credit
 and unlimited taxing power for payment. 
  
 ANALYTICAL CONCLUSION 
  
 The 'AA+' IDR and GO rating reflect the city's solid revenue flexibility, moderate long-term
 liability burden, healthy reserves, and broad budgetary tools. 
  
 Economic Resource Base 
 Norfolk is located in the Hampton Roads region of Virginia, along the Atlantic Ocean. The city
 covers 66 square miles with a population of 244,703 (2017) that has remained relatively stable
 since 2010. 
  
 KEY RATING DRIVERS 
  
 Revenue Framework: 'aa' 
 Revenues have been increasing at a pace below U.S. inflation, but near-term prospects appear
 positive. The city enjoys high revenue flexibility given the independent legal ability to increase
 property taxes without limitation. 
  
 Expenditure Framework: 'aa' 
 Fitch expects the natural pace of spending growth to generally track revenue growth. Moderate
 carrying costs and broad flexibility to manage labor-related costs allows the city leeway to adjust
 spending. 
  
 Long-Term Liability Burden: 'aa' 
 The city's overall debt and pension liability burden is moderate. Future debt needs are manageable,
 and the pace of debt amortization is average. 
  
 Operating Performance: 'aaa' 
 The 'aaa' operating performance assessment reflects the city's high gap-closing capacity relative to
 Fitch's expectations of revenue sensitivity to economic cycles; a solid level of spending flexibility
 is supplemented by high revenue flexibility and a healthy reserve cushion. 



  
 RATING SENSITIVITIES 
 REVENUE GROWTH PROSPECTS: The rating assumes a slow revenue growth pattern going
 forward. Further weakness in the revenue trend could put negative pressure on the rating.
 Conversely, an improved revenue growth trend above inflation (while not currently anticipated)
 would bolster the revenue framework assessment. 
  
 MODERATE LIABILITY BURDEN: The rating assumes maintenance of a moderate long-term
 liability burden based on current issuance plans of the city and the amortization rate of current
 debt. Although not anticipated, the rating could become sensitive to increased levels of debt or net
 pension liabilities relative to the city's economic resource base. 
  
 CREDIT PROFILE 
  
 Site of the world's largest naval complexes, Norfolk's economy and employment are centered
 on defense-related activity. The region and particularly the city expect to continue as a center of
 activity for the U.S. Navy with current total personnel (military and civilian) of more than 71,000,
 with an additional 5,600 military contractor personnel. While year-over-year employment growth
 over the past several years has been flat, the unemployment rate is in line with the nation. 
  
 Health and human services is the second largest industry, with five hospitals in the city. Sentara
 Norfolk General Hospital, the city's second largest employer, embarked on a $199 million
 expansion and modernization project in 2016, to be completed by 2020. Additionally, Sentara
 Leigh has announced a $93.5 million expansion that will include a 170,000 square foot cancer
 center and a 60,000 square foot orthopedic building. Bon Secours DePaul Medical Center has
 undergone a substantial expansion over the past five years. 
  
 Fitch expects the city's local economy and employment base to continue to diversify given ongoing
 development in sectors other than government. Ikea is opening a $75 million 331,000 square foot
 store in the city in early 2019, which is expected to generate 250 permanent jobs. Adjacent to
 Ikea is the recently completed Norfolk Premium Outlet Park; a phase II expansion was recently
 announced. Glass Light Hotel, a $27 million investment, is scheduled to open in spring 2019 and
 add 70 jobs. Optima Health recently expanded within the city, adding 200 additional jobs. 
  
 Revenue Framework 
 The city's revenue base is dominated by property and other taxes (mostly sales, meals and utility
 taxes) at about 44% and 27%, respectively, of fiscal 2018 general fund revenues. General fund
 revenues are expected to increase in the near term based on projected assessed value (AV) growth
 by the city of approximately 2% resulting from ongoing economic activity and home value
 appreciation. 
  
 The city's adjusted general fund revenue growth over the past 10 years (FY08-FY18) has trended
 below inflation. However, the city's housing market continues to rebound from the Great Recession
 and economic activity is steady. 
  
 Lack of a legal cap on the property tax rate or levy provides the city with significant independent
 legal revenue raising flexibility. 
  
 Expenditure Framework 
 The city's expenditures are led by general government and education. These costs comprised
 approximately 44% of fiscal 2018 general fund outlays. Virginia public schools are primarily
 funded by a mix of state and local aid contributions. The amount of local contribution is
 determined by the city council, with the minimal requirement decided by the state. 
  



 The city recently adopted a revenue sharing policy between the city and the schools with a fiscal
 2020 implementation. The policy is expected to provide a predictable process to allocate local
 revenues between the city and schools. The policy allocates a constant 29.55% share of non-
dedicated local tax revenues to the schools. The city council may revise the policy at its discretion. 
  
 The natural pace of expenditure growth will likely be in line with to marginally above anticipated
 revenue growth. 
  
 The city has solid flexibility to adjust major expenditure items. Fixed carrying costs associated
 with debt service, actuarially determined pension payments and other post-employment benefits
 (OPEB) actual payments consumed approximately 15% of fiscal 2018 governmental spending.
 The city has broad discretion over the terms of employee wages and benefits given the absence
 of collective bargaining. Flexibility to adjust funding levels for education is constrained
 to a minimum funding level according to state standards, which is the case for all Virginia
 municipalities. The city did budget nearly $30 million (3% of the fiscal 2019 general fund budget)
 during the current fiscal year for capital pay-go spending, which could be reduced if needed. 
  
 Long-Term Liability Burden 
 Overall debt and unfunded pension liabilities are on the high-end of the 'aa' category at over 17%
 of the city's total personal income; the burden is equally driven by debt and pension liabilities.
 The ratio incorporates a 6% investment rate of return assumption for pensions, and also includes
 the pension liabilities for school board employees (professional and non-professional) as reported
 in the city's CAFR under revised GASB reporting standards. Fitch expects the liability burden
 to remain consistent with the 'aa' assessment based on moderate future debt plans and a 10-year
 principal amortization rate of approximately 62%. 
  
 The adopted fiscal 2019-2023 general capital improvement plan (CIP) totals approximately $189
 million. The city is also funding capital projects related to sea level rise. These projects include
 raising the downtown floodwall, reducing neighborhood street flooding by improving street
 elevations, and improving storm water quality (with a $112.7 million HUD National Disaster
 Resilience Competition Grant and general fund property tax revenues). The general capital plan
 focuses on maintenance of existing infrastructure and is to be funded with $164 million in bonds,
 compared to approximately $934 million tax-supported debt outstanding after this issuance. Given
 the current amortization rate, the additional debt is not expected to impact the city's long-term
 liability burden. 
  
 Full-time salaried employees participate in the Norfolk Employees' Retirement System defined
 benefit pension plan. The city also offers defined benefit pension plans administered by the
 Virginia Retirement System (VRS) including agent plans (for non-teacher employees of the
 component unit school system and constitutional officers) and a cost-sharing multi-employer plan
 for teachers. While the city continues to fund the required contribution, aggregate plan assets
 (combined and adjusted to Fitch's 6% investment rate of return assumption) covered just 69% of
 plan liabilities in fiscal 2018. 
  
 OPEB liabilities are funded on a pay-go basis. At the close of fiscal 2018 the unfunded actuarial
 accrued liability (UAAL) was reported at more than $69 million or less than 1% of personal
 income. 
  
 Operating Performance 
 Given the modest economic sensitivity of the city's revenues and its superior inherent budget
 flexibility, Fitch expects the city to manage through economic downturns while maintaining a
 high level of fundamental financial resiliency. The city has historically maintained healthy reserve
 levels, and continued to do so during the last recession. The unrestricted general fund balance of
 $124.4 million was a solid 19.4% of spending at fiscal 2018 year-end, comfortably above the city's



 recently increased 10% reserve floor. Outside of the general fund, the city had approximately $15.6
 million of additional available reserves. 
  
 Based on historical results, Fitch would expect a moderate economic downturn to result in a
 modest decline in revenues. The city's financial position should remain solid throughout a typical
 economic cycle with the implementation of operational changes similar to those instituted during
 the last recession. 
  
 The fiscal 2019 general fund adopted budget of $880.7 million is an approximate 3% increase (or
 $23.5 million) over fiscal 2018. The main budget increases include additional ongoing support
 for Norfolk Public Schools (pursuant to the new revenue sharing formula investment in coastal,
 economic, and neighborhood resilience  salary increases for employees, public safety equipment
 and technology needs  mostly funded by a $0.10 real property tax rate increase. The budget also
 includes increases to the local bed tax and cigarette tax and various fee adjustments. 
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 Applicable Criteria  
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