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New Issue Details

$49,100,000 General Obligation
Public Improvement Bonds, Series
2020

AA+

Sale Date: Jan. 15, 2020 competitively.
Series: General Obligation Public Improvement Bonds, Series 2020.
Purpose: The proceeds of the bonds will be used to finance and refinance the costs of various public
improvement projects of and for Lynchburg (the city), including the refunding and redemption of the city's
outstanding series 2018 bond anticipation note.
Security: The bonds are GOs of the city, payable by a pledge of its full faith, credit and unlimited taxing
authority.

Outstanding Debt

The 'AA+' GO rating and Issuer Default Rating (IDR) reflect the city's strong control of
revenues and expenditures, as well as its strong budget management and healthy reserves.
The city's long-term liability burden is manageable.

U.S. Public Finance Tax-Supported Rating Criteria
(April 2018)

Economic Resource Base: The city of Lynchburg is located along the James River in central
Virginia, roughly 50 miles east of Roanoke. The city has exhibited steady growth in population
with its 2018 population of 82,126 up 8.7% since the 2010 U.S. Census, faster than the state
and the nation.

General Obligation Bonds

AA+

Rating Outlook
Stable

Applicable Criteria

Related Research
Fitch Rates Lynchburg VA's $49.1MM GOs 'AA+';
Outlook Stable (December 2019)

Key Rating Drivers
Revenue Framework: 'aaa': Revenues have been rising at a pace below U.S. GDP growth but
above the rate of inflation. The city enjoys strong revenue flexibility given its independent
legal ability to increase property taxes without limitation.
Expenditure Framework: 'aa': The natural pace of spending growth is expected to remain in
line with, to marginally above, revenue growth. Moderate carrying costs and broad flexibility
to manage labor-related costs allow the city solid leeway to adjust spending throughout
economic cycles.
Long-Term Liability Burden: 'aa': The combined burden of debt and unfunded pension
liabilities is moderate at roughly 17% of personal income.
Operating Performance: 'aaa': The city's healthy financial reserves are well in excess of their
target policy and, in conjunction with the city's superior ability to adjust revenues and
spending, leave the city very well positioned to address cyclical revenue declines.

Rating Sensitivities
Increased Long-Term Liabilities: A material increase in the city's long-term liability burden
due to additional debt issuances beyond current expectations or further increases in the city's
net pension liability could pressure the rating.
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Credit Profile

Rating History (IDR)

Lynchburg's historically strong manufacturing and distribution base remains important to the
local economy, although the city has expanded to become a regional hub for higher education,
health services, industrial engineering and retail activity. Many of the city's longstanding
taxpayers and employers continue to expand within the city. Framatome, the city's fourth
largest employer and third largest taxpayer, announced it would be relocating its North
American corporate headquarters to the city, increasing staff to 1,300.

Rating
AA+
AA+
AA+
AA
AA

Action
Affirmed
Review - No
Action
Revised
Affirmed
Assigned

Outlook/
Watch
Stable
Stable
Stable
Stable
—

Date
12/24/19
8/15/19
4/30/10
5/25/04
1/5/93

Education and healthcare are the largest employment sectors in the city, which includes
five higher education institutions. Growth potential for the higher education sector is
promising, including at the largest institution and the city's largest employers with over
8,000 employees, Liberty University. Downtown and riverfront redevelopment activity
continues to show momentum with significant public and private investment yielding new
residential, arts and entertainment development. Wealth levels are below the state and
national average but may be affected by the large student university population
(approximately 21,776).

Revenue Framework
The city's diverse revenue stream includes a mix of property, sales and meals taxes and other
nontax revenue. Property taxes are the most significant revenue source, accounting for
roughly 41% of fiscal 2019 general fund revenues, followed by intergovernmental revenues at
20% and local sales and use and meals taxes each making up less than 10%.
Fitch Ratings' expectation of revenue above inflation for the city's general fund revenues is
based on steady economic trends supported by increases in the taxable base and other local
taxes. The city's rate-adjusted general fund revenue growth trended in line with inflation over
the past decade ended fiscal 2019. The estimated fiscal 2019 assessed value is approximately
$6.3 billion, which is about a 2% increase in the real property assessed value component of the
tax base. The city reassesses real estate biennially. According to the 2020 budget, values are
expected to increase 6%, which reflects the 2019 reassessment. Values are projected to
increase 1.5% in fiscal 2021, reflecting new construction.
There is no legal limitation on the city's ability to increase its millage or tax levy, which helps to
insulate the city's revenue base against exposure to shifts in the city's tax base or economy.

Expenditure Framework
The city maintains healthy expenditure flexibility with moderate spending associated with
fixed carrying costs related to debt and retiree benefits. Public safety and educational
spending are the largest expenditure items for the city, each making up roughly 27% and 21%,
respectively, of general fund spending. Virginia public schools are largely funded by a mix of
state and local contributions. The amount of the local contribution is determined by the city
council and is based on the state-determined performance standards for the school system.
Expectations for continued population growth and moderate increases in the cost of services
should more or less align the pace of spending growth with revenues over time.
The city maintains a significant level of expenditure flexibility due to the favorable workforce
environment that prohibits labor contracts and gives management independent control of
compensation and work rules. Carrying costs associated with debt service, actuarially
determined pension payments and other post-employment benefit (OPEB) actual
contributions make up 15% of governmental spending. Despite the city's additional debt plans,
Fitch expects expenditure flexibility to remain solid.

Long-Term Liability Burden
Long-term liabilities for debt and unfunded pensions are moderate at about 17% of personal
income. The city's direct debt represents 7% of personal income and about 54% of principal
amortizes within 10 years including the current issuance. The fiscal years 2020–2024 capital
improvement plan totals $219.2 million for general city and school capital projects. Approximately
$117 million in new money debt is projected to be issued between 2021 and 2024.
Fitch's long-term liability burden calculation includes defined benefit pension plans
administered by the Virginia Retirement System (VRS) as agent plans for general employees
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and nonteacher employees of the component unit school system and as a cost-sharing,
multiple-employer plan for teachers. The combined ratio of assets to liabilities was about 66%
in fiscal 2019, when adjusted by Fitch to reflect a 6% investment rate of return assumption
versus the plan's 7% rate. Systemwide funding of VRS declined over the past decade as the
commonwealth set statutorily required contributions, partially used as a budget balancing
measure for the state, at less than actuarially sustainable levels. The commonwealth returned
to full actuarially determined employer contribution payments as of fiscal 2018, which should
slow the growth in the net pension liability. Overall, the city's liability burden is on the high end
of Fitch's 'aa' assessment range. Given the city's additional debt plans and pension funded
status, the current 'aa' assessment and the city's overall rating may be negatively affected if
the long-term liability metric increases materially above 20%.
The city offers OPEB to retirees and makes contributions on a pay-as-you-go basis. Full-time
employees hired on or after July 1, 1996 are eligible to participate in the city's OPEB plan
under an implicit rate subsidy. The unfunded OPEB liability as of June 30, 2019 was high at
$97.4 million, or approximately 4% of personal income.

Operating Performance
The city's strong financial resilience comes from a combination of its unlimited legal authority
to increase property taxes, solid expenditure flexibility and maintenance of a strong reserve
cushion. A hypothetical unaddressed moderate economic decline scenario shows an operating
reserve cushion that Fitch judges to be consistent with an 'aaa' financial resilience assessment.
Moreover, Fitch expects that in the event of an actual revenue decline of this magnitude, the
city would maintain reserves at or above its policy level (an unassigned general fund balance
equal to no less than 10% of revenue) through active expenditure management. During the
current fiscal year, the city increased its unassigned fund balance goal to 15% of revenues. As
of fiscal year-end 2019, the unassigned fund balance was 15.4%.
Lynchburg's strong budgetary management is demonstrated by its history of favorable
operating performance relative to budget and its commitment to adhere to the city’s
aforementioned general fund balance policy. The city ended fiscal 2019 with a general fund
operating surplus of $4 million, or 2.2% of spending. The unrestricted fund balance increased
to $54.3 million, or a healthy 29% of spending.
The city's adopted fiscal 2020 general fund budget totaled $194.6 million, which is an increase of
approximately $2 million, or 1.1% above the adopted fiscal 2019 budget. The budget keeps the
real property tax rate stable at $1.11 per $100 of assessed value for the seventh consecutive
fiscal year. The budget appropriates $3.9 million of fund balance but, given the city's history of
conservative budgeting, actual results are expected to perform better than budget.

ESG Considerations
Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score
of 3 - ESG issues are credit neutral or have only a minimal credit impact on the entity, either
due to their nature or the way in which they are being managed by the entity.
For more information on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.

New Issue Report │ January 7, 2020

fitchratings.com

3

Public Finance
Tax-Supported
U.S.A

Ver 27

Lynchburg (VA)
Scenario Analysis

Analyst Interpretation of Scenario Results:

Reserve Safety Margin in an Unaddressed Stress

Actual

35.0%

The city's strong financial resilience comes from a combination of its unlimited
legal authority to increase property taxes, solid expenditure flexibility, and
maintenance of a strong reserve cushion. A hypothetical unaddressed
moderate economic decline scenario shows an operating reserve cushion that
Fitch judges to be consistent with an 'aaa' financial resilience assessment.
Moreover, Fitch expects that in the event of an actual revenue decline of this
magnitude the city would maintain reserves at or above its policy level (an
unassigned general fund balance equal to no less than 10% of revenue) through
active expenditure management. During the current fiscal year, the city
increased its unassigned fund balance goal to 15% of revenues. As of fiscal yearend 2019, the unassigned fund balance was 15.4%.

Scenario

30.0%
25.0%
20.0%
15.0%
10.0%
5.0%
0.0%
2013

2014
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2016

2017

Available Fund Balance

2018

2019

Year 1

Year 2

Year 3

Financial Resilience Subfactor Assessment:
bbb
a
aa
aaa

Scenario Parameters:
GDP Assumption (% Change)
Expenditure Assumption (% Change)
Revenue Output (% Change)

Year 1
(1.0%)

Year 2
0.5%

Year 3
2.0%

2.0%

2.0%

2.0%

(1.0%)

2.1%

3.3%

Inherent Budget Flexibility

Superior

Revenues, Expenditures, and Fund Balance
Total Revenues
% Change in Revenues
Total Expenditures
% Change in Expenditures

Actuals

Scenario Output

2013

2014

2015

2016

2017

2018

2019

Year 1

Year 2

Year 3

169,308

173,619

176,616

180,853

184,021

186,819

190,091

188,190

192,092

198,471

-

2.5%

1.7%

2.4%

1.8%

1.5%

1.8%

(1.0%)

2.1%

3.3%

158,463

158,787

167,290

175,666

178,740

177,528

179,440

183,029

186,689

190,423
2.0%

-

0.2%

5.4%

5.0%

1.7%

(0.7%)

1.1%

2.0%

2.0%

Transfers In and Other Sources

4,148

62

23,561

8,603

1,585

17,278

644

637

651

672

Transfers Out and Other Uses

13,982

10,162

34,021

23,840

4,871

7,116

7,243

7,388

7,536

7,687

(9,834)

(10,100)

(10,461)

(15,237)

(3,286)

10,162

(6,599)

(6,751)

(6,885)

(7,014)

Bond Proceeds and Other One-Time Uses

Net Transfers

4,130

-

22,648

8,066

-

2,160

-

-

-

-

Net Operating Surplus(+)/Deficit(-) After Transfers

1,011

4,732

(1,135)

(10,050)

1,996

19,453

4,052

(1,589)

(1,483)

1,034

0.6%

2.8%

(0.6%)

(5.2%)

1.1%

10.7%

2.2%

(0.8%)

(0.8%)

0.5%

49,414

54,146

53,011

42,962

44,957

50,008

54,369

52,780

51,297

52,331

-

-

-

-

-

-

-

-

-

-

Combined Available Funds Balance (GF + Other Available Funds)

49,414

54,146

53,011

42,962

44,957

50,008

54,369

52,780

51,297

52,331

Combined Available Fund Bal. (% of Expend. and Transfers Out)

29.4%

32.0%

29.7%

22.4%

24.5%

27.4%

29.1%

27.7%

26.4%

26.4%

Net Operating Surplus(+)/Deficit(-) (% of Expend. and Transfers Out)
Unrestricted/Unreserved Fund Balance (General Fund)
Other Available Funds (GF + Non-GF)

Reserve Safety Margins

Inherent Budget Flexibility
Minimal

Limited

Midrange

High

Superior

Reserve Safety Margin (aaa)

16.0%

8.0%

5.0%

3.0%

2.0%

Reserve Safety Margin (aa)

12.0%

6.0%

4.0%

2.5%

2.0%

Reserve Safety Margin (a)

8.0%

4.0%

2.5%

2.0%

2.0%

Reserve Safety Margin (bbb)

3.0%

2.0%

2.0%

2.0%

2.0%

Notes: Scenario analysis represents an unaddressed stress on issuer finances. Fitch's downturn scenario assumes a -1.0% GDP decline in the first year, followed by 0.5% and 2.0% GDP growth in Years 2
and 3, respectively. Expenditures are assumed to grow at a 2.0% rate of inflation. Inherent budget flexibility is the analyst's assessment of the issuer's ability to deal with fiscal stress through tax and
spending policy choices, and determines the multiples used to calculate the reserve safety margin. For further details, please see Fitch's US Tax-Supported Rating Criteria.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/Issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF
THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-7534824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual
information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of
that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner
of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent third-party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and
reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. In issuing its
ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forwardlooking and embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a rating
or forecast was issued or affirmed.
The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for
a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch
to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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