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Exhibit 1

Improving financial position
Fiscal 2015-2019
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On December 19th, we assigned an Aa2 rating to the city's $49.1 million General Obligation
Public Improvement Bonds, Series 2020. Concurrently, we affirmed the Aa2 rating on the
city’s outstanding parity general obligation unlimited tax (GOULT) bonds.

Credit strengths
» Strong operating results driven by conservative management
» Sizable tax base stabilized by institutional presence
» Manageable fixed costs
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The City of Lynchburg, VA (Aa2) benefits from a strong local economy that is anchored by
the presence of multiple higher education institutions, as well as a large regional health care
facility. Although wealth and income levels remain below average and the poverty rate is
elevated, in part due to a large student population, the local economy has been expanding
as a result of ongoing commercial and residential development, which is contributing to tax
base and revenue growth. The city's financial position is healthy and has remained stable for
several years, and operating surpluses have supported one-time capital projects. The city has
an above average debt burden due to outstanding school construction projects, however, it
will likely remain affordable as the tax base grows and because a portion of debt is paid for
by self-supporting enterprise funds. The pension liability is also average, resulting in overall
moderate fixed costs.
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Credit challenges
» Below average wealth and income levels
» Above average debt burden

Rating outlook
Outlooks are usually not assigned to local governments with this amount of debt outstanding.

Factors that could lead to an upgrade
» Material tax base growth
» Substantial increase in reserve and liquidity levels
» Improved wealth and income levels paired with a decrease in poverty
» Reduction in long-term liabilities

Factors that could lead to a downgrade
» Sizeable decline in tax base
» Significant reduction in reserve and liquidity levels
» Material increase in debt burden

Key indicators
Exhibit 2
Lynchburg (City of) VA
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Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita
Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

$226,546

$230,816

$236,340

$240,637

$246,152

Fund Balance ($000)

$53,126

$43,108

$46,257

$50,338

$55,395

Cash Balance ($000)

$59,632

$47,854

$51,406

$70,812

$77,375

Fund Balance as a % of Revenues

23.5%

18.7%

19.6%

20.9%

22.5%

Cash Balance as a % of Revenues

26.3%

20.7%

21.8%

29.4%

31.4%

Net Direct Debt ($000)

$188,061

$193,781

$182,389

$184,693

$174,813

3-Year Average of Moody's ANPL ($000)

$314,560

$365,672

$472,365

$492,930

$501,520

3.1%

3.2%

2.9%

2.9%

2.8%

0.8x

0.8x

0.8x

0.8x

0.7x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%)

5.2%

6.0%

7.6%

7.8%

8.0%

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

1.4x

1.6x

2.0x

2.0x

2.0x

Debt/Pensions

Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)

Source: Lynchburg, VA & Moody's Investors Service

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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Profile
The City of Lynchburg is located in central Virginia, approximately 70 miles east of Charlottesville, and serves a population of
approximately 81,339.

Detailed credit considerations
Economy and tax base: regionally important local economy continues to benefit from diversification and strong
institutional presence
The city's tax base will likely continue growing due to a diversified private employment base, continued ongoing private investment,
and the presence of multiple higher education institutions and a large regional health care facility. A regional commercial center in
central Virginia (Commonwealth of Virginia, Aaa stable), Lynchburg experienced a five year compound annual growth rate of 2.1% in
full valuation, reaching $6.7 billion in fiscal 2020. The city's tax base surpasses the Aa2 median full value of $3 billion.
Economic expansion increased as a result of the city's economic development strategy, which is focused on encouraging firms already
located in the city to remain and further develop their facilities. The city has also invested in a variety of redevelopment projects
designed to revitalize the downtown area by attracting new commercial tenants and residential housing. Lynchburg also benefits from
a number of stabilizing higher education institutions and the health care industry. Centra Health (A2 negative), the city's second largest
employer with 8,000 employees, provides four health and rehabilitation centers within Lynchburg including the Community Access
Network facility. Lynchburg is also home to four colleges, with a combined enrollment approximating 21,776. This includes Liberty
University (Aa3 stable), which has a local student population of 15,000. The university recently opened a new three-story building for
the business school and several new athletics facilities.
Lynchburg's wealth and income indicators are below average, with median family income representing 65.5% of the state and 76.9%
of the nation in 2017 according to the American Community Survey. Poverty was above average at 22.3%, and full value per capita of
$84,146 remains below state ($103,739) and national Aa2 medians ($116,914). However, the presence of a sizable student population
tends to negatively skew wealth indices as approximately 26.7% of the city's population is full-time students. The city's unemployment
rate of 3.1% is above the state (2.4%) and in line with the nation (3.3%) as of October 2019.
Financial operations and reserves: strong financial position with healthy reserves even with sizeable contributions for onetime capital projects
Lynchburg has a history of maintaining healthy reserve levels because of long-term financial forecasting and adherence to prudent
fiscal policies. Fiscal 2019 marked the city's third consecutive year of positive operations, which contributed to a year end general fund
surplus of $4 million, despite allocating $6.8 million to the city and school capital project funds for one-time capital expenditures.
Total fund balance equaled $68.4 million or an ample 35.9% of revenues, and available (unassigned, assigned, committed) general fund
balance was $54.4 million, or 26.6% of general fund revenues over the past five years. The city's reserves, while stable, fall below the
national Aa2 reserve median (total general fund balance of 44% of revenues).
Available operating fund (general fund, school operating fund) balance also remained healthy, averaging 27.4% over the past six years
(relative to the Aa2 median of 42% of operating revenues). The largest source of revenues for the city in fiscal 2019 was property taxes
(56% of revenues), followed by intergovernmental revenues (sales, meals tax, etc.) at 37%.
The city maintains additional liquidity outside of the general fund, the city's capital projects fund ($15.1 million) and the school capital
project fund ($2.3 million), which could be utilized if authorized by City Council.
The fiscal 2020 budget represents a 1.1% increase over the prior year, and appropriates $3.9 million of fund balance for one-time uses,
which is consistent with city management's annual budgeting of portions of fund balance that is usually made up over the course of
the year. The budget also includes a $5 million transfer to the capital projects fund, which is consistent with fiscal 2019. Reserve levels
will likely remain stable going forward due to management's proactive oversight.
LIQUIDITY

Lynchburg's liquidity position is healthy and reached $67 million (35.2% of general fund revenues) in fiscal 2019, which includes
$14.4 million in restricted fund balance comprised of bond proceeds. Operating fund cash includes $63 million or 31.4% of operating
revenues, which falls below the median of 42% of similarly rated cities nationally.
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Debt and pensions: above average debt burden will remain manageable
The city's debt burden is above average because it issues debt on behalf of the school district. However, it will remain manageable
due to tax base growth, self-supporting enterprise funds, and adherence to formal debt policies. Post-issuance of the 2020 bonds,
net direct debt (not inclusive of $77 million that is funded by the city's water and sewer systems) totals $221 million, or an elevated
3.5% of full valuation. The city's revenue supported debt policy requires that enterprise funds meet a debt service coverage ratio of at
least 1.2 times. A substantial portion of sewer debt has been issued to comply with the city's combined sewer overflow special order
requirements. Fiscal 2019 debt service costs totaled 7.4% of operating expenditures, which falls below the city policy of 10%.
The city's $306 million five-year (2020-2024) Capital Improvement Plan (CIP) predominantly funds transportation ($90.2 million),
water and sewer ($54 million), facilities/building ($50 million), public transit ($23 million), economic development ($16 million), and
school projects ($12.7 million). The majority of the capital plan will be funded with additional general obligation bond issues (67%), as
well as federal and state funds (24%), and pay-go funds (9%).
The city anticipates entering into a new line of credit in March or April 2020 as part of the next phase of its CIP.
DEBT STRUCTURE

All of the city's debt is fixed rate. Principal amortization is slower than its Virginia peers, with 43.3% of debt retired within 10 years.
DEBT-RELATED DERIVATIVES

The city is not party to any derivative agreements.
PENSIONS AND OPEB

The city and the city school board participate in the Virginia Retirement System defined benefit pension plan administered by the
Commonwealth of Virginia.
As of fiscal 2019, the city's adjusted net pension liabilities (ANPL), based on a 4.14% discount rate, totaled $456 million. Comparatively,
the GASB reported net pension liabilities, based on a 7.0% discount rate, totaled $174.9 million. The ANPL represents a manageable
1.85 times operating revenue and 7.23% of full value. In fiscal 2019, the city contributed $18.6 million to the plans, which is
approximately 92% of the “tread water indicator.”1
The city also provides other post-employment benefits (OPEB) to employees and the school system employees. In fiscal 2019, the
adjusted net OPEB liability was $126.6 million, and the city contributed $4.2 million, relative to the “tread water” of $5.3 million.
Overall, total fixed costs (debt service, pension, and annual OPEB) represented a moderate 16.9% of operating expenditures in fiscal
2019; if paying the tread water on pensions and OPEB, total fixed costs would comprise 18% of expenditures.
Management and governance
Management adheres to a formal policy of maintaining unassigned general fund balance of 10% of general fund revenues with a goal of
reaching 15%. Additionally, management has a formal policy that tax supported debt shall not exceed 10% of expenditures.
Virginia Cities have an Institutional Framework score of “Aaa”, which is very strong. 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. Unpredictable expenditure fluctuations tend to be minor, under 5%
annually.
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Rating methodology and scorecard factors
The US Local Government General Obligation Debt Rating Methodology includes a scorecard, a tool providing a composite score of
a local government’s credit profile based on the weighted factors we consider most important, universal and measurable, as well as
possible notching factors dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but
rather to provide a standard platform from which to analyze and compare local government credits.
Exhibit 3
Lynchburg (City of) VA
Rating Factors

Measure

Score

Economy/Tax Base (30%) [1]
Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)
Notching Factors:

$6,667,460

Aa

$84,146

Aa

76.9%

A

[2]

Institutional Presence

Up

Finances (30%)
Fund Balance as a % of Revenues
5-Year Dollar Change in Fund Balance as % of Revenues
Cash Balance as a % of Revenues
5-Year Dollar Change in Cash Balance as % of Revenues
Notching Factors:

22.5%

Aa

0.3%

A

31.4%

Aaa

7.0%

A

[2]

Other Analyst Adjustment to Finances Factor: Additional $15 million in capital projects fund

Up

Management (20%)
Institutional Framework

Aaa

Aaa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures (x)

1.0x

A

3.3%

A

Debt and Pensions (20%)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%)
3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x)

0.9x

A

7.5%

Baa

2.0x

A

Scorecard-Indicated Outcome

Aa2

Assigned Rating

Aa2

[1] Economy measures are based on data from the most recent year available
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology dated September 27, 2019
Source: US Census Bureau, City of Lynchburg VA CAFRs & Moody's Investors Service

Endnotes
1 Our “tread water” indicator measures the annual government contribution required to prevent reported net pension liabilities from growing, given the
entity's actuarial assumptions. An annual government contribution that treads water equals the sum of employer service cost and interest on the reported
net pension liability at the start of the fiscal year. A pension plan that receives an employer contribution equal to the tread water indicator will end the
year with an unchanged net pension liability relative to the beginning of the year if all plan assumptions hold. Net liabilities may decrease or increase
in a given year due to factors other than the contribution amount, such as investment performance that exceeds or falls short of a plan's assumed rate
of return. Still, higher contributions will always reduce unfunded liabilities faster, or will allow unfunded liabilities to grow more slowly than lower
contributions.
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