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Moody's Investors Service has assigned a Aa1 rating to the City of Newport News, VA's $28.4
million Water Revenue Bonds, Series 2017. Concurrently, we have upgraded to Aa1 from Aa2,
the rating on the system's $29.2 million of outstanding parity revenue bonds. The Aa1 rating
reflects solid debt service coverage levels, satisfactory liquidity, low debt burden and a stable,
regionally important service area.

Credit Strengths
»

Strong senior and total debt service coverage

»

Recently formalized policies

»

Growing service area with regional service provision

»

Manageable debt and capital plan

Credit Challenges
»

Below-average demographics in the city’s immediate service area

»

Concentration, albeit diversifying, among top payers

Rating Outlook
Outlooks are generally not assigned to local government credits with this amount of debt
outstanding.

Factors that Could Lead to an Upgrade
»

Growth in city which would allow for greater generation of revenues

»

Improvement in service area demographic

Factors that Could Lead to a Downgrade
»

Decline in debt service coverage

»

Deterioration of cash reserves
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Key Indicators
.
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Newport News Water Enterprise, VA

System Characteristics
Asset Condition (Net Fixed Assets / Annual Depreciation)

28 years

System Size - O&M (in $000s)

48,435

Service Area Wealth: MFI % of US median

87.90%

Legal Provisions
Rate Covenant (x)

1.20x

Debt Service Reserve Requirement

None

Financial Strength
2012

2013

2014

2015

2016

Operating Revenue ($000)

73,338

76,099

85,581

88,820

89,993

System Size - O&M (in $000s)

43,538

44,090

43,866

43,199

48,435

Net Funded Debt ($000)

166,107

153,005

141,464

127,043

102,574

1.39x

1.74x

2.35x

2.48x

2.31x

295 days

266 days

324 days

374 days

364 days

2.3x

2.0x

1.7x

1.4x

1.1x

Annual Debt Service Coverage (x)
Cash on Hand
Debt to Operating Revenues (x)
Source: Moody's Investors Service / Newport News Water Enterprise

Detailed Rating Considerations
Service Area and System Characteristics: Weaker Demographics of Immediate Service Area Somewhat Mitigated by
Institutional Presence and “Regional Nature” of Service Provision
The system provides direct retail water service to roughly 406,968 people via 128,000 active accounts spanning five jurisdictions.
Roughly 45% of consumption stems from the City of Newport News (Aa1), with 29% in the City of Hampton (Aa1), 15% in York
County (Aa2), 9% in James City County (Aaa) and 2% in City of Poquoson (Aa2). The system maintains ample capacity given 90.7
MGD of treatment capacity in its three treatment facilities. Fiscal 2016's peak flow was 47 MGD and officials report ample capacity in
the system through 2050.
Newport News continues efforts to diversify its base beyond the military and the city's tax base increased by 2.4% in 2016 evidencing
continued expansion and diversification. Canon Virginia continues ongoing expansions in the city and Jefferson Lab is near completion
of its $400 million upgrade and continues as a strong employer, with 1200 scientists and 700 employees on the campus. Jefferson Lab
projects an additional $1 billion in investment and nearly 4,000 jobs over the next decade. A number of mixed-use residential projects
are also underway in Newport News.
Military presence is expected to remain a stabilizing force in the local economy. Officials report significant investment in Fort Eustis,
Langley Air Force Base, Naval Weapons Station, including $408 million invested between 2008 and 2015 and over $220 million of
new projects planned through 2020. The system's service area includes Huntington Ingalls Industries, Inc.'s (Ba1 positive) shipbuilding
operations, as well as an Anheuser Busch InBev SA/NV (long term issuer rating A3) brewery and Busch Gardens amusement park. The
system has concentration among its largest customers (top ten users are 19.4% of system consumption) which is down from 22.3% in
2009.
Wealth levels of jurisdictions served range from a high per capita income of 122% of the state average in James City County to 76% of
the state average in Newport News.
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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Debt Service Coverage and Liquidity: Strong Financial Operations Guided by Comprehensive Policies; Strong Senior Debt
Coverage Given Substantial Subordinate GO Debt
Majority of the system's previously issued debt is city general obligation debt, bolstering senior debt service coverage. Given regular
moderate rate increases (averaging between 1.5 and 2%) coverage remains solid. Total coverage for fiscal 2016 was 2.31 times. Senior
coverage was a strong 16.5 times up from 16.42 times in 2014. Officials have significantly reduced reliance on volumetric rates by a
significant fixed service fee increase in 2014.
The system annually makes a return on investment (ROI) payment to the City of Newport News as well as payments in lieu of taxes
(PILOT) payments to the city; actual tax payments are made to jurisdictions having waterworks system property. Favorably, the ROI
payments have declined from $10 million to $9.5 million since fiscal 2014, and fall below monthly debt service deposits in the systems'
flow of funds and are not considered operating expenditures for purposes of the rate covenant and ABT. We expect that system
financial flexibility will not be negatively impacted by transfers to the city's General Fund.
The City maintains sole discretion over system rates and has a demonstrated track record of annual increases. Despite regular increases,
rates remain competitive with neighboring jurisdictions. The system's proforma reflects annual rate increases of 2% and 3.5% annual
expenditure increases. Projections for the next three years show net coverage ranging from 2.4 times to 2.7 times.
LIQUIDITY

System liquidity continues to remain sound. Net working capital dropped in fiscal 2016 to 88.2%, days cash on hand was a solid 364
days. Additional financial flexibility is derived from the systems rate stabilization fund which had 49 days cash on hand in fiscal 2016.
Debt and Legal Covenants: Manageable Capital Plan with No Near-Term Regulatory Requirements
The debt ratio, inclusive of general obligation debt, has decreased annually to 23.6% in fiscal 2016 from nearly 40% in fiscal 2011.
The 2018 - 2022 CIP calls for $82.2 million in capital improvements over the next five years with $46.1 million (56%) funded through
Revenue Bonds and the remaining $36.1 million (44%) funded with cash capital, well above its formal 25% policy. The CIP is largely
related to renewal, rehab and asset management efforts.
Legal provisions are satisfactory and include a net pledge of system revenues. The indenture requires rates be set to provide 1.2 times
senior lien debt service and 1.0 times all debt service. The additional bonds test (ABT) requires the rate covenant be satisfied either
1) for the proposed maximum annual debt service (MADS) on a historical basis (12 consecutive of last 18 months; adjusted for rate
increases) or 2) on a pro forma basis (based on system expansion) MADS coverage equal to 1.2 times senior lien and 1.0 all debt. The
indenture facilitates future issuance of subordinate debt as well as support of city general obligation debt for system improvements,
which are secured by the third lien against system net revenues. As part of this new issue, the Master Resolution has been amended
and the Debt Service Reserve Requirement will be set for each bond issue. For the Series 2017 Bonds, there is no DSRF requirement.
DEBT STRUCTURE

Existing debt consists entirely of fixed-rate obligations
DEBT-RELATED DERIVATIVES

Newport News Water Enterprise has no exposure to derivative agreements
PENSIONS AND OPEB

The employees of the Newport News Water Enterprise participate in the city's pension and OPEB plans. In 2010, the city adopted a
pension reform package to not only address the low funded ratio of the Newport News Employee Retirement Fund (NNERF), but also
to reduce the city's future liability. The city's combined adjusted net pension liability (ANPL), under Moody's methodology for adjusting
reported pension data, is $883 million, or an average 1.92 times operating revenues. The three year average of the city's ANPL to
Operating Revenues is an above average 2.32 times, while the three-year average of ANPL to full value is also an above average 6.31%.
Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are not
intended to replace the city's reported liability information, but to improve comparability with other rated entities.
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Management and Governance
Newport News' management team is strong and experienced. The recent adoption of formalized policies in fiscal 2016 will continue
to guide the system's solid operating results. The policies have been long standing but now are formalized to require at least 1.2 times
coverage on annual debt service and the maintenance of a Revenue Fund equal to a minimum of 90 days of operating expenses and
transfers.

Legal Security
The bonds are secured by a senior lien pledge of net revenues of the water system.

Use of Proceeds
The 2017 Revenue Bonds will finance various system capital projects.

Obligor Profile
Newport News is located in the Hampton Roads MSA. The system provides direct retail water service to roughly 406,968 people via
128,000 active accounts spanning five jurisdictions.

Methodology
The principal methodology used in this rating was US Municipal Utility Revenue Debt published in December 2014. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings
Exhibit 3

Newport News (City of) VA Water Enterprise
Issue

Water Revenue Bonds, Series 2017
Rating Type
Sale Amount
Expected Sale Date
Rating Description

Rating

Aa1
Underlying LT
$28,400,000
05/17/2017
Revenue: Government
Enterprise

Source: Moody's Investors Service
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