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Summary:

Winchester, Virginia; General Obligation

Credit Profile

US$19.915 mil GO pub imp rfdg bnds (federally taxable) ser 2021A dtd 03/20/2021 due 08/01/2026

Long Term Rating AAA/Stable New

Winchester GO

Long Term Rating AAA/Stable Affirmed

Winchester GO (FGIC) (National)

Unenhanced Rating AAA(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Rating Action

S&P Global Ratings assigned its 'AAA' rating, and stable outlook, to the City of Winchester, Va.'s general obligation

(GO) public improvement refunding bonds, series 2021.

At the same time, S&P Global Ratings affirmed its 'AAA' rating and underlying rating on the city's GO debt

outstanding. The outlook is stable.

A pledge of the city's full faith credit and resources and an agreement to levy ad valorem property taxes without

limitation as to rate or amount secure these bonds. Bond proceeds will be used to refund $18.2 million of the city's

callable GO bonds, series 2012, for debt service savings.

Credit overview

The 'AAA' rating continues to benefit from the city's very strong reserves, very strong management team with

well-embedded financial management policies, and robust economy that continued to expand despite the pandemic.

Winchester's role as a regional hub for commercial activities, higher education, and health care and its favorable

location have continued to fuel robust real estate activity throughout the pandemic. That said, the city had to

implement cost-cutting measures to offset lower local tax revenue, especially from sales, hotel, and meals taxes.

Overall, its proactive response allowed the city to continue using its very strong reserve position to fund one-time

capital projects. Lastly, the rating also benefits from limited risks from escalating pension and other postemployment

benefit (OPEB) costs considering the low carrying charges and strong funded ratios. On the whole, while economic

uncertainty caused by the pandemic remains, we expect Winchester's overall credit quality will remain stable;

however, we will continue to monitor for any material adverse effects on the region and city. (For more information,

see the articles, titled "Staying Home For The Holidays," published Dec. 2, 2020, and "Outlook For U.S. Local

Governments: Revenue Pressures Mount And Choices Get Harder," published Jan. 6, 2021, on RatingsDirect).

Winchester's GO bonds are eligible to be rated above the sovereign because we believe the city can maintain better

credit characteristics than the U.S. in a stress scenario. Under our criteria, titled "Ratings Above The Sovereign:

Corporate And Government Ratings—Methodology And Assumptions," published Nov. 19, 2013, the city has a

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 8, 2021   2



predominately locally derived revenue source with more than 90% of general fund revenue derived from local revenue

sources.

The rating reflects our assessment of the following factors for the city:

• Strong economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Very strong management, with strong financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Adequate budgetary performance, with a slight operating deficit in the general fund but an operating surplus at the

total governmental fund level in fiscal 2020 and reflecting our view of ongoing economic and financial uncertainty

resulting from COVID-19;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2020 of 28% of operating expenditures;

• Very strong liquidity, with total government available cash at 34.3% of total governmental fund expenditures and

3.2x governmental debt service, and access to external liquidity we consider strong;

• Strong debt and contingent liability profile, with debt service carrying charges at 10.6% of expenditures and net

direct debt that is 93.8% of total governmental fund revenue, as well as low overall net debt at less than 3.0% of

market value and rapid amortization, with 65.5% of debt scheduled to be retired in 10 years; and

• Very strong institutional framework score.

Environmental, social, governance factors

Our rating incorporates our view regarding the indirect risks posed by the COVID-19 pandemic. Absent the

implications of COVID-19, which could pressure the city's economically sensitive revenue, we consider the city's social

risks in line with those of the sector. We view the city's environmental risks as being in line with the sector standard.

While we consider governance risks as being generally in line with those of peers, we view positively the city's

comprehensive measures taken to protect itself from emerging risks, such as cyber risks.

Stable Outlook

Downside scenario

While unlikely, we could lower our rating if reserves were significantly drawn down due to weakened budgetary

performance as a result of economic pressures.

Credit Opinion

Strong economy

We consider Winchester's economy strong. The city, with an estimated population of 28,705, is in the Winchester

MSA, which we consider broad and diverse. It has projected per capita effective buying income of 92.3% of the

national level and per capita market value of $137,166. Overall, the city's market value grew by 7.0% over the past

year to $3.9 billion in 2020. Winchester's unemployment rate peaked at 11.2% in April 2020 before a rapid recovery to

4% in December 2020.
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Winchester is in northwestern Virginia and acts as the commercial hub of the Northern Shenandoah Valley. Two major

interstate highways, 81 and 66, serve the city, providing direct access to Washington, D.C. and Baltimore. About 40%

of property in the city is designated commercial. The largest employers are: Valley Health Systems, Shenandoah

University, Walmart, Winchester City Public Schools, and Ignite Holdings.

Over the course of 2020, the real estate market strengthened further, benefiting from the city's favorable location. The

number of housing units sold jumped by 28%, while the average sold price increased by 13%. A number of residential

and mixed-used developments are currently in the planning or construction phase and should lead to continued

growth of Winchester's tax base. This positive economic momentum is further supported by ongoing developments in

the city's downtown area and commercial district. Shenandoah University and its student population remain important

economic factors as well, and the university resumed in-person learning in the fall semester of 2020. Overall, we

believe Winchester's economy is well positioned to show continued resilience amid ongoing economic uncertainty.

Very strong management

We view the city's management as very strong, with strong financial policies and practices under our FMA

methodology, indicating financial practices are strong, well embedded, and likely sustainable.

The city maintains formalized financial policies and practices that include:

• Historically conservative budget assumptions with management typically generating positive variances relative to

budget;

• Monthly budget monitoring and quarterly budget-to-actual reports to the city council;

• A five-year capital improvement plan (CIP) updated annually with identified projects and funding sources;

• A formal 20-year financial forecast of general fund revenue and expenditures that is updated annually;

• An investment policy with quarterly reporting to council;

• A debt management policy with several debt affordability benchmarks tied to the city's CIP. These include debt

affordability guidelines that limit the debt-to-assessed value ratio to 4% and a 15% GO and capital lease debt service

carrying charge cap; and

• A formal reserve policy that requires the unassigned general fund balance to not fall below 20% of expenditures.

In addition, we view positively that the city has taken active steps to address emerging risks, such as cyber risks.

Adequate budgetary performance

Despite the city's track record of strong budgetary performance, we consider Winchester's budgetary performance

adequate, reflecting ongoing pressure on the city's economically sensitive revenue arising from the pandemic and

ongoing economic uncertainty. After adjusting for recurring transfers in and out of the general fund, the city had slight

deficit operating results in the general fund of 1.0% of expenditures, but a surplus result across all governmental funds

of 1.8% in fiscal 2020.

We have adjusted the city's audited results to consider transfers in and out of the general fund, including transfers to

Winchester's enterprise funds, in addition to capital expenditures funded with bond proceeds.
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Despite reliance on economically sensitive revenue, Winchester's operating results remained stable in fiscal 2020

thanks to a proactive management response. Local taxes, such as sales, business license, and hotel and meals taxes,

together account for about 36% of general fund revenue. As a result of state-mandated stay-at-home orders and last

year's recession, all three taxes fell short of budgeted figures. This was offset, however, by the increase in property

taxes, which account for 50% of revenue, and expenditure savings. City management enacted a range of savings

measures including a non-public safety hiring freeze and a reduction of non-essential spending including travel, while

also benefiting from savings in the city's schools because of pandemic-related closures. As a result, the operational

result before transfers remained in surplus. In fiscal 2020, the city slightly drew down fund balance because of planned

capital spending, which it finances from fund balance while reserves remain above its fund balance target. Overall, the

city's financial performance remained stable in 2020 and Winchester did not have to use a $10 million bank line of

credit it had secured as a precaution, because its liquidity remained very strong.

In the general fund budget for fiscal 2021, approved on May 12, 2020, the city expects revenue to be $3.2 million lower

than for fiscal 2020, while it keeps the tax rate unchanged at 93 cents. To offset lower revenue, the city continues with

expenditure restraint, prolonging the cost-cutting measures implemented in response to COVID-19. We understand

that so far, local taxes remain below last year's levels with the exception of sales tax, which is actually 2.2% higher.

That said, we believe Winchester's very strong management team and track record of strong budgetary performance

will help the city to continue reacting in a timely fashion to any budgetary pressures emerging as a result of COVID-19.

Thanks to its very strong levels of reserves, the city anticipates using up to $3 million in fund balance for capital

projects, in line with previous years' practice.

Very strong budgetary flexibility

Winchester's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2020 of 28% of

operating expenditures, or $26.1 million.

Winchester's reserves remain well above the city's own reserve policy, which requires the city to keep the unassigned

fund balance level at 20% of general fund expenditures. In addition, the city funds a capital reserve account up to the

maximum of $2 million when the unassigned fund balance exceeds 25% of expenditures. Given the city's very strong

reserve levels above its fund balance policy, we understand Winchester will continue to provide one-time funding for

capital projects using a portion of its fund balance. That said, we expect the city's reserves will remain very strong over

our forecast horizon.

Very strong liquidity

In our opinion, Winchester's liquidity is very strong, with total government available cash at 34.3% of total

governmental fund expenditures and 3.2x governmental debt service in 2020. In our view, the city has strong access to

external liquidity if necessary.

This strong access is demonstrated by the city's frequent issuance during the past 15 years, including GO bonds, and

revenue bonds.

We understand Winchester no longer maintains privately placed GO issuances. A $10 million bank line of credit the

city opened in 2020 as a precautionary tool at the height of pandemic has not been used and expired in December

2020. Given the city's robust financial performance over fiscal 2020 and into fiscal 2021, its liquidity position always
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remained strong enough that it did not have to use the line of credit as was anticipated.

Winchester maintains most of its investments in the state non-arbitrage program, as well as in certificates of deposits

and U.S. treasuries.

Strong debt and contingent liability profile

In our view, Winchester's debt and contingent liability profile is strong. Total governmental fund debt service is 10.6%

of total governmental fund expenditures, and net direct debt is 93.8% of total governmental fund revenue. Overall net

debt is low at 2.5% of market value, and approximately 65.5% of direct debt is scheduled to be repaid within 10 years,

which is in our view a positive credit factor.

The city's five-year CIP totals $171.3 million for fiscal years 2021-2025. According to the city's CIP, GO bonds and

revenue bonds will fund the majority of the plan, accounting for 39% and 31% of funding sources, respectively. The

city also slightly lowered general fund contributions to the CIP, accounting for between $400,000 in fiscal 2021 and

$2.8 million in fiscal 2023, to reflect its somewhat weaker revenue picture in the near term.

Pension and OPEB liabilities

• We do not view pension and OPEB liabilities as an immediate credit pressure because required contributions

currently make up a relatively small portion of total governmental expenditures. If required contributions were to

materially increase during the next few fiscal years, we believe the city's fiscal stability would not be greatly affected

because of its sizable reserves.

• Contributions slightly exceeded our static funding metrics, which over time could improve funding levels.

• The city made its full annual required pension contribution in 2020.

As of June 30, 2020, the latest measurement, Winchester employees participated in:

• The Virginia Retirement System: 89.1% funded, with a proportionate net pension liability of $11.1 million for city

employees, with a current discount rate of 7.0%

• A single-employer, defined-benefit OPEB plan that provides medical coverage for retired city employees, which is

53% funded. The OPEB unfunded actuarial accrued liability totals $4.2 million as of June 30, 2020

Winchester's combined required pension and actual OPEB contributions totaled 2.5% of total governmental fund

expenditures in 2020. Of that amount, 2.0% represented required contributions to pension obligations, and 0.5%

represented OPEB payments. The city made its full annual required pension contribution in 2020.

Very strong institutional framework

The institutional framework score for Virginia municipalities is very strong.

Related Research

• Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed
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to them in our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.standardandpoors.com for

further information. Complete ratings information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating

action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left column.
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