
U.S. PUBLIC FINANCE

ISSUER IN-DEPTH
19 April 2017

Contacts

Tiphany Lee-Allen 212-553-4772
AVP-Analyst
tiphany.lee-allen@moodys.com

Pisei Chea 212-553-0344
Analyst
pisei.chea@moodys.com

Gregory W. Lipitz 212-553-7782
VP-Sr Credit Officer/
Manager
gregory.lipitz@moodys.com

Leonard Jones 212-553-3806
MD-Public Finance
leonard.jones@moodys.com

Naomi Richman 212-553-0014
Senior Vice President
naomi.richman@moodys.com

Petersburg (City of) VA
Prudent Management Key to Turnaround Even With State
Intervention

The city of Petersburg, VA's (unrated) continuing fiscal distress increases the probability
of default on its general obligation (GO) debt. While state help is a possibility, there is no
explicit legal mechanism for the commonwealth of Virginia (Aaa stable) to step in and repair
the city's finances. The state General Assembly recently passed a budget bill that would add
new monitoring and oversight procedures for localities. Still, even with robust state support,
Petersburg will need stronger management to restore fiscal stability, a questionable outcome
given a history of poor budgetary and fiscal choices leading to the city's credit weakness.

» Years of mismanagement have led to lingering fiscal distress. A lack of internal
controls and expense monitoring, combined with missed revenue estimates, have led
to a structural imbalance since 2009 and annual declines in reserves. The city's financial
condition looks to worsen with a negative net cash position and state auditors projecting
a $12 million budget gap for fiscal 2016 on a total budget of nearly $85 million.

» The city's ability to change course is contingent on new, stronger management.
A permanent management team will need to take aggressive steps to put the city on
a path to recovery. Many options were put forward in a recovery plan developed by a
team of consultants last year, including staff reductions, tax cuts and a restructuring of
approximately $18.6 million in debt. The debt restructuring would give the city $8.9
million of cash flow relief over the next five years.

» Virginia has a limited history of intervention to help distressed municipalities,
though new legislation provides a clearer framework for state involvement.
Petersburg would receive some help if the governor signs a budget bill passed by
the General Assembly, which includes provisions for emergency aid and a stronger
monitoring system for distressed local governments. But even with extensive state
assistance, the city is mostly on its own for a recovery. In the event the city faces
imminent default, its options would be limited because Virginia is one of 22 states that
does not authorize its local governments to file for Chapter 9 bankruptcy.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1068101
https://www.moodys.com/credit-ratings/Virginia-Commonwealth-of-credit-rating-600026613
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Years of mismanagement lead to lingering fiscal distress
Years of budgetary and fiscal mismanagement have led to a significant deterioration in the city's financial position and credit quality.
A lack of internal controls and expense monitoring, combined with poor revenue estimates, have contributed to a structural budgetary
imbalance and annual declines in reserves. Fiscal 2008 was the last year of a true budgetary surplus for the city. And Petersburg's
financial position will likely worsen with fiscal 2016 audited results (expected in May).

The city's reserves, measured by unassigned fund balance, were a negative $5 million in fiscal 2015 or -6.5% of revenues (see Exhibit
1). The city continues to rely heavily on revenue anticipation notes (RANs) to cover increasing revenue shortfalls and a negative net
cash position ($7 million as of fiscal 2015). State auditors found that Petersburg faces a $12 million gap on an $85 million fiscal 2016
budget while dealing with nearly $19 million in unpaid obligations as of June 30, 2016. The city projects an estimated $8.7 million in
outstanding unpaid invoices at fiscal year end June 30, 2017 in addition to the outstanding $6.5 million RAN (maturing October 2017).

Exhibit 1

Severe Declines in Reserves Exemplify Petersburg's Fiscal Distress
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Petersburg also faces challenges related to fixed costs largely driven by a growing pension burden over the last four years (see Exhibit
2). Moody's adjusted net pension liabilities (ANPLs) were $81.2 million in fiscal 2015 (1.05 times operating revenues), an increase from
$33.7 million in fiscal 2011. Still, despite an escalating pension burden and an above-average debt burden, total fixed costs remain
manageable at 10.44% of 2015 expenditures.

Exhibit 2

Pension and Debt Burdens Continue to Grow, Posing a Fiscal Challenge
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Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are not intended to replace Petersburg's reported liability
information but to improve comparability with other rated entities.
Source: Moody's Investors Service; city of Petersburg, VA

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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Additionally, starting in fiscal 2009, the city's mass transit and golf enterprises began to experience deficits. Expenditures in the
enterprise funds increased annually to $4.1 million in fiscal 2015 from $3.4 million in fiscal 2009 with no corresponding revenue
growth.

City's ability to change course is contingent on new, stronger management
A turnaround will require significant changes in budgeting practices and ultimately depend on a new management team. The city's
previous team historically failed to implement internal controls and take advice from financial consultants. An executive search is
currently underway for key permanent management positions.

The city's first action towards recovery was to hire an Emergency Management Team consisting of an outside consulting firm in
October 2016 (fiscal 2017). The firm has helped the city revise its 2017 budget and draft a structurally balanced fiscal 2018 budget,
which would take effect in July. The city is implementing sound fiscal policies, including making quarterly reports to the City Council on
cash flow and budget-to-actual variances. It is also creating a list of all vendors that it owes with a plan for repayment and reduced city
staff by 14%.

Petersburg's recovery plan also includes a proposal to restructure debt to provide annual debt service payment relief. As of March 14,
2016, the city had $50.5 million of outstanding general fund and golf fund debt with an annual debt service payment of $5.3 million.
The plan proposes a restructuring of $18.6 million of debt to reduce annual debt service to approximately $3.7 million annually over
the next 10 years with gradual declines thereafter.

Virginia local governments' strong credit quality (Aa2 is the median rating for cities and counties) has roots in a strong legal ability to
match revenues with expenditures and generally strong management. Virginia cities typically rely heavily on property taxes to fund
operations, which are a generally reliable revenue source that provide for high revenue-raising flexibility since increases are not limited
by law. Expenditures, which are largely predictable in nature, can be cut if necessary.

Additionally, Virginia local governments are not exposed to collective bargaining units, providing for greater flexibility in managing
expenditures. Despite a strong institutional framework among Virginia local governments, Petersburg has historically been unable to
match recurring revenues with recurring expenditures. The new management's adherence to conservative fiscal policies and practices
will be vital to a successful turnaround of Petersburg's financial condition.

Virginia has a limited history of intervention to help distressed municipalities, though new legislation
provides a clearer framework for state involvement
A budget bill passed by the state General Assembly and awaiting the governor's signature would usher in a new monitoring system and
oversight procedures for financially troubled local governments. Currently, there is no mechanism that would allow the commonwealth
to intervene effectively, by, for example, imposing a control board, appointing an emergency manager or providing emergency aid.
Additionally, there is no provision in state law allowing a local government to file for bankruptcy, limiting Petersburg's options for an
orderly restructuring of debt if the city should default. While new oversight procedures would likely help Petersburg, the city will still
have to engineer a turnaround mostly on its own.

In the summer of 2016, the state's Technical Assistance Team undertook a review of the city's financial operations at Petersburg's
request. State officials then provided the city with assistance, including cataloging liabilities and obligations, researching problems and
reviewing city funds. But this form of state involvement is typically limited to advice and can only occur if a city invites the state to
look into its affairs. Consequently, it is a weaker level of oversight that some states have put into place to address deteriorating credit
conditions in their local governments.

Under the monitoring system included in pending legislation, if a municipality is deemed fiscally distressed, the commonwealth
could provide assistance, intervention or targeted oversight to help remediate or stabilize the situation, although the scope of the
intervention is unclear. The legislation would directly help Petersburg through a $500,000 appropriation. City management has not
included any funds provided for by the legislation in its fiscal 2018 budget or in any projections.

Benefitting investors, Petersburg is a participant in the Virginia Resources Authority (VRA) Pooled Financing Program (infrastructure
revenue bonds rated Aaa stable; state moral obligation revenue bonds rated Aa2 stable), representing 1% of the pool. VRA closely
monitors its participants and has a history of working with the state to enact solutions for troubled local governments to ensure the

3          19 April 2017 Petersburg (City of) VA: Prudent Management Key to Turnaround Even With State Intervention

https://www.moodys.com/credit-ratings/Virginia-Resources-Auth-Pooled-Fin-Prog-credit-rating-806892042


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

flow of funds for payment of debt service on its bonds is not impacted. Petersburg's loans in the VRA pool are further enhanced by the
VRA State Aid Intercept Program (Aa1 stable), a pre-default intercept program, which adds an additional layer of security for a large
number of VRA's borrowers.

The Virginia Localities Intercept Program, which is a post-default intercept program, benefits Petersburg's GO bondholders. Petersburg
also borrows through the Virginia Public School Authority, and its loans are enhanced by a pre-default intercept.

Strong state oversight can provide a credit lift

Many states have strong oversight and support programs for distressed local governments, which we generally view as a credit positive. In
many cases, state oversight has mitigated significant credit stress. For example, a number of financially distressed cities and counties in New
York (Aa1 stable), a state with a long history of intervention and support, have maintained their credit quality for an extended period of time,
compared to other states with a history of failing to prevent default and bankruptcy for similar credits. Historical examples of effective state
intervention in New York include New York City (Aa2 stable), Buffalo (A1 positive), Troy (A2), Erie County (A2 stable) and Nassau County (A2
stable).

Still, strong oversight at the state level does not guarantee protection from credit distress if the underlying financial conditions are exceedingly
dire. In Michigan (Aa1 stable), state intervention failed to prevent the Detroit (B2) bankruptcy, for example.

4          19 April 2017 Petersburg (City of) VA: Prudent Management Key to Turnaround Even With State Intervention

https://www.moodys.com/credit-ratings/Virginia-Res-Auth-State-Aid-Intercept-Prog-credit-rating-900799183
https://www.moodys.com/credit-ratings/New-York-State-of-credit-rating-548300
https://www.moodys.com/credit-ratings/New-York-State-of-credit-rating-548300
https://www.moodys.com/page/search.aspx?cy=global&kw=new+york+city&searchfrom=GS&spk=qs&tb=1
https://www.moodys.com/credit-ratings/Buffalo-City-of-NY-credit-rating-800004472
https://www.moodys.com/credit-ratings/Troy-City-of-NY-credit-rating-600025730
https://www.moodys.com/credit-ratings/Erie-County-of-NY-credit-rating-269450
https://www.moodys.com/credit-ratings/Nassau-County-of-NY-credit-rating-600007804
https://www.moodys.com/credit-ratings/Michigan-State-of-credit-rating-600024863
https://www.moodys.com/credit-ratings/Detroit-City-of-MI-credit-rating-600001576


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

© 2017 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS
DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S
OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE
MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT
PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION
AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1068101

5          19 April 2017 Petersburg (City of) VA: Prudent Management Key to Turnaround Even With State Intervention

http://www.moodys.com


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Contacts

Tiphany Lee-Allen 212-553-4772
AVP-Analyst
tiphany.lee-allen@moodys.com

Naomi Richman 212-553-0014
Senior Vice President
naomi.richman@moodys.com

Gregory W. Lipitz 212-553-7782
VP-Sr Credit Officer/
Manager
gregory.lipitz@moodys.com

Pisei Chea 212-553-0344
Analyst
pisei.chea@moodys.com

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

6          19 April 2017 Petersburg (City of) VA: Prudent Management Key to Turnaround Even With State Intervention


