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Introduction
“The best way to predict your future is to create it.”
― Abraham Lincoln

Forecasting revenue and expenditures over a five-year period is always a challenging task. Many factors
outside the borders of our City will impact our projections:


Policies from the Federal Reserve Board will influence interest rates and will attempt to
moderate inflationary pressures.



The General Assembly and Governor will determine funding for our schools, human services,
and roadways, as well as funding for our Constitutional Offices and other State supported
programs. Since the Governor of Virginia is only elected for one term, a new Governor is
guaranteed to be elected over the forecast period.



Even with the recent election of the President, another presidential election will occur
before the five-year forecast period has ended. Issues like sequestration and military
spending will have a direct impact on our City’s finances.

Many factors within our boundaries will also impact our projections:


With almost half of the General Fund revenue generated from real estate taxes, the health of
the City’s housing stock is a critical component of the forecast.



Personal property taxes, particularly the strength of the vehicle market, will also greatly
influence City revenue, since these taxes account for the second largest local revenue
source.



Consumer related revenues like sales, restaurant and hotel taxes will provide a strong
reflection of our citizens’ fiscal health.

Finally, the policies of the City Council and the School Board will be the compass that guides the direction of
the City over the next five years.
Given the factors and issues discussed above, this forecast will focus on the local economy, revenue
projections and expenditure drivers; which will all be incorporated into a baseline forecast for the General
Fund and School Operating Fund. To take into account changes that could occur over the next five years,
sensitivity analyses will be included to show how a change in one variable affects the baseline forecast.
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Current Economy and Selected Economic Trends
History suggests economies rebound quickly from deep recessions, but a quick national or local turnaround
was absent this time. Economic-related measures that provide a current picture of our local economy are
consumer spending (representing about 70% of the national economy), employment, tourism, housing,
military earnings, income and tax burden. These measures reflect various levels of performance. Each will
be discussed in more detail below.

Consumer Revenues
The performance of consumer revenues matches their long-term averages, but this recovery falls short of
the growth achieved in past recoveries as shown in the table below:
Consumer Revenues and Economic Indicator Performance:
Growth Rates

General Sales
Restaurant Meal Sales
Hotel Sales

Recession

Recovery

Long-Term
Average

Past
Recoveries

-4.0%
0.4%
-1.3%

3.3%
4.6%
4.6%

3.4%
4.0%
3.4%

5.8%
6.3%
5.2%

As will be discussed in the revenue section, this forecast projects increases in these revenues in each of the
five-years. These revenues serve as key indicators in the event of a significant downturn in the economy or
possibly even a recession. While the growth rates for these revenues have not matched previous
recoveries, they are growing at or near their long-term averages. As will be shown in the baseline forecast,
they are having a positive impact on the five-years of the forecast.

Employment Related
Five readings for employment are:






unemployment rate;
employment (the number of residents employed, regardless of whether they hold jobs in Virginia
Beach or a neighboring city);
jobs (the number of jobs located within the City, regardless of whether the employee lives in
Virginia Beach);
labor Force; and
employment to population ratio.
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The current unemployment rate essentially matches the City’s long-term average and is 2.9 percentage
points below its recessionary peak. It remains higher than the rate achieved in past recoveries, but changes
in demographics affect these comparisons.
Unemployment Rate
12.0%
10.0%
8.0%
6.0%
4.0%
2.0%
0.0%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Virginia Beach

Unemployment Rate

Recession
7.1%

Virginia

Recovery
4.2%

US

Long-Term
Average
4.3%

Past
Recoveries
3.6%

**Source: Bureau of Labor Statistics

The recovery in employment and jobs has been more modest. The pre-recessionary peak for both occurred
in 2007. Nine years later, current employment essentially only matches its 2007 levels (-0.03%) while jobs
have yet to fully recover to 2007 levels (-1.15%). Military jobs in the City are still down 16.2% from 2007
through 2014. The graph is indexed to 2007 (peak period) and shows the recession and recovery since that
year.
Employment and Jobs
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Included in the Appendix is a graph from the Old Dominion University Forecasting Project that shows jobs in
our region have not recovered as quickly as Virginia and the United States.
Labor Force: The growth in the labor force and productivity determine the rate at which the economy can
grow. More people working means more economic production, and more workers that are efficient
produce more goods and services. That is why economists monitor the growth of the labor force and the
labor force’s participation rate.
Labor Force Annual Growth Rates
People exit the labor force for
many reasons: they may be
disabled or retire; they may pursue
educational opportunities or care
for family members; or they may
be discouraged because of the lack
of employment opportunities.
Economists believe the latter
serves as one reason for the drop
in the national unemployment rate.
The labor force annual growth rate
is calculated as the percentage of
the labor force that is unemployed.
Individuals who are not actively searching for work, perhaps due to a belief that it is not possible to find a
job, are not counted in the labor force. If the participation rate declines, a slower pace of job growth can
still bring about a decline in the unemployment rate.
Early in the recovery (2010-2013), the City’s growth in the labor force bested the rate at which the U.S. was
growing; that is not the case now as shown in the graph above. This trend bears watching.
Employment to Population Ratio: Some economists believe the number of people employed to support
the total population represents a better measure of the labor force. Why? As noted above, as the economy
falters, the unemployment rate may actually fall if workers stop seeking employment. If the economy
recovers, the unemployment rate may
rise as people re-enter the labor force
Employment to Population Ratio
seeking jobs. Nationally, this ratio
measures total employment as a share
of the working-age population (civilians
age 16 and over). Because reliable
annual estimates of the City’s working
age population are unavailable over
time, this graph computes employment
to total population. Importantly, the
City’s overall younger, educated
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population and government jobs serve as explanations for our higher ratio and our above-average income
level compared to the United States.

Housing
Paralleling the national
experience, housing represents
the last sector of the local
economy to recover. The belowaverage recovery in jobs
probably serves as one reason.

Foreclosures as a % of their Pre-Boom-and-Bust Average

Fewer distressed-home sales
represent one reason for the
recovery. At the recessionary
peak, these comprised over 28%
of all home sales and sold for
about 15% below assessed
value. Distressed sales now represent 11% of sales, and foreclosures are currently below their prerecessionary levels as shown in the graph. It is uncertain, however, how many foreclosed properties remain
on the inventory of financial institutions awaiting release.
Residential building permits stand at 110% of their long-term average. The construction industry, which
provides good paying jobs (17.3% above the private-sector average wage in the City) for residents with
trade skills, has recovered only 70% of its pre-recession peak employment level.
Apartments account for approximately 20% of the City’s housing stock, but have accounted for 45% of total
residential permits issued since 2011. Both supply and demand forces spur the construction of apartments.
Low initial inventory (supply) of apartments and increased demand whether due to necessity (unable to
secure financing), new household
Residential Building Permits as a % of Long-Term Average
formation by youth, and
choice/flexibility (concerned about longterm investment potential or cost of
ownership) could serve as reasons for
the growth. Multi-family units, however,
create less jobs and subsequent retail
purchases (these are smaller living
quarters, so less building materials are
required and smaller space means less
furniture). However, fewer children
accompany apartment dwellers, which
means less cost impact to schools.
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Tourism
This represents an important export industry, attracting outside money in, and employing about 38% more
here compared to the U.S. economy. The City does not have to educate the children of tourists, and
tourism infrastructure benefits the residents too, since 80.2% of residents visit public beaches according to
the City Survey.
Hotel revenues represent one measure of the health of this industry, and as noted above these have
increased at a compound annual rate of 4.6% during the recovery. The accompanying graph illustrates that
increases in the Average Daily Rate (ADR) rather than occupancy achieved this growth. That means,
however, growth potential remains. More wealthy visitors serve as one reason for the increase in ADR. The
median household income of tourists in
Occupancy Rate vs Average Daily Rate
2014 was $108,969, 58% above the
City’s household income; it has
increased 19.4% since 2010.

Military
The graph illuminates the declining contribution of military earnings to our economy (measured by wages
and benefits earned at bases located in Virginia Beach, not of military residents who may report to bases in
a regional city). By default, the economy has diversified, but the non-military jobs generated by the
economy do not pay as well.
Military Earnings as a Percentage of Total Earnings
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The graph below shows from 2000 to 2014 the average wage and benefit for military jobs ($87,843, and
grew at an inflation-adjusted annual rate of 3.0%), and private sector jobs ($48,640, and grew at an
inflation-adjusted rate of 1.2%) for 2014. The military only offers full-time employment while the private
sector and civilian government jobs offer both full and part-time employment. These earnings figures
represent an average for both types. Consider the following simple, two-job economy. Assume an
accountant earns $90,000,
Average Salary & Benefits
with benefits, and a part-time
retail associate earns $5,000,
without benefits. The average
earning in this example would
be $47,500. Averages may
conceal notable variation,
and data on the composition
of jobs within industries are
unavailable to compute
salaries for only full-time jobs.
Finally, the military does not
serve as a direct source of
employment for current residents, meaning local residents who join are unlikely to receive a local station
assignment.
The perpetual concern for our area is further reductions in military spending. Sequestration as well as
further future deficit-reduction efforts and geopolitical concerns (transferring ships to the Pacific or Florida)
could result in fewer ships and their accompanying personnel. The “State of the Region” report by Old
Dominion University highlights declining trends in spending and employment. Between 2000 and 2012,
defense spending in Hampton Roads grew at an average annual rate of 5.8%, compared unfavorably to a
negative growth rate of 0.5% from 2012 to 2016 (see graph in Appendix from Old Dominion University). The
report also cites that regional military employment declined at an annual rate of 2.5% from its peak in 2003
through 2014. These weighed heavily on growth. In calendar year 2016, real Gross Regional Product grew at
a real annual rate of 1.2%, about 1/2 of its long-term average of 2.6% according to Old Dominion University.
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Income
Per Capita Income: This represents a
comprehensive source of total income
(not based on a small sample) in the
economy and is useful to track
economic trends. It also includes some
non-traditional categories of income,
including benefits, which do not
directly relate to a household’s ability
to meet monthly expenses. This
measure of income outperforms
Median Household Income, growing
at 3.4% annually (1.1% adjusted for
inflation) from 2002 to 2014 (most
recent year available).

Per Capita Income

Median Household Income: Nationally and locally, this measure of income has been growing modestly
(1.4% annually, but sideways in some years) and declining, when adjusting for inflation (-0.4% annually).
The graph below illustrates this trend for our City from 2002-2015.
Median Household Income represents a good measure of economic well-being of a community. However,
sampling issues and demographics may explain some variation.
The Census Bureau’s estimate is based on a small sample of households: 2.5% sample with only a 90%
confidence level rather than the customary 95% or 97.5%. Income obtained via surveys is subject to
sampling and non-sampling
Median Household Income
errors.
Sampling error (or random
sampling variation) is the
difference between the
characteristics of the sample
and the entire population; in
other words, the sample may
not accurately represent the
actual population from
which the sample is drawn
(the median household from
the sample may differ from
the actual median household income of the entire population).
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Demographics as well as economic conditions affect income. For example, more single households bring
Median Household Income down because they earn 45% of two person households.

Millions

As previously indicated, median household income has moved sideways from 2010-2015 and declined in
real terms over a longer period. Whether this reflects economics, demographics, or sampling variability, it
represents a concern or a squeeze on households. This squeeze applies to the City’s budget as well. From FY
2004-05 through FY 2014-15, covering the real estate boom and bust, the City’s budget grew at an inflationadjusted annual rate of 0.57% and has
City Budget
$2,000
decreased in real terms since FY 2009-10
$1,900
by an annual rate of 1%. This is an issue
$1,800
that has impacted state and local
$1,700
governments across the country. The
$1,600
slower than normal recovery has
$1,500
impacted citizens’ income levels, which
in turn has reduced governmental
$1,400
budgets in real terms since the Great
$1,300
Recession. It should be highlighted that
$1,200
05 06 07 08 09 10 11 12 13 14 15 16
while the City of Virginia Beach’s
inflation adjusted budget has declined
Nominal
Constant Dollar
Sources: City Budgets and Bureau of Labor Statistics
over the past few years, the City has
maintained its AAA bond rating, won numerous awards, and still performs very well in the biennial survey
of citizens.

Tax Burden
A heavy tax burden can weigh on economic growth. Spending and taxes as a percentage of income
represent good measures of tax burden. The City imposes the lowest in two important measures: Per
Capita Expenditures as a Percentage of Per Capita Income and Real Estate Taxes as a Percentage of Median
Household Income for Owner-Occupied Homes (rather than Median Household Income, since Homeowners
directly pay real estate taxes; the City still ranks the lowest with the traditional measure of Median
Household Income).

Virginia Beach
Chesapeake
Norfolk
Portsmouth
Suffolk
Hampton
Newport News

Per Capita Expenditures as a%
of Per Capita Income
6.12%
7.19%
8.57%
8.12%
7.23%
9.11%
9.07%

R. E. Taxes as a % of Median
Household Income
3.14%
3.33%
3.54%
3.50%
3.24%
3.54%
3.24%

Sources: Bureau of Economic Analysis; Auditor of Public Accounts; and Census Bureau.
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Major Revenue Trends
Since the General Fund revenues drive the City’s General Fund and provide the local portion of the School
Revenue Sharing Formula (RSF) for the School Operating Fund, the focus of this section will be the major
General Fund revenues with the exception of State and Federal Revenue. Since State Revenue and Federal
revenue are a major portion of the School Operating budget, the State and Federal revenue discussion will
include a combined discussion of the General Fund and School Operating Fund with the graphs showing the
combined results.

Real Estate

Millions

Real estate appreciation will grow for the fourth consecutive year (which followed five consecutive
declines). Research by a noted
Real Estate Appreciation
economist (Robert Shiller from
Yale University) indicates that
3.35% represents the long-term
average for real estate.
Appreciation in the City has
bested that mark (3.52%) since
record keeping began here.
Unfortunately, this growth does
not occur in a linear manner as
the accompanying graph shows,
meaning the economy
experiences booms and busts (markets sometimes overshoot in both directions). One of the local factors
contributing to this growth is the fact that
foreclosures are not weighing down the
Real Estate
overall real estate appreciation numbers as
$570
much as they were during the post housing
bubble. This growth in appreciation is evident
$520
in the increased actuals for FY 2014-15 and FY
2015-16 and this trend is forecasted to
$470
continue into FY 2017-18. The projected
General Fund real estate revenue in FY 2017$420
18 is anticipated to grow 3% to $495M, which
FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20 FY 21 FY 22
is a $16M increase from FY 2016-17. Beyond
Budget
Actual
Projection
FY 2017-18, real estate is anticipated to grow
at roughly 3%. Since real estate represents
almost 50% of the General Fund’s total revenue, the variance of this revenue source is especially important
for the fiscal stability of the City.
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Personal Property

Millions

Personal property taxes are collected on items such as vehicles, motorcycles, recreational vehicles, mobile
homes, business equipment, etc. In total, personal property revenues are projected to rise 6% ($8.9M) in FY
2017-18. This increase is mainly attributable to
recognizing that the actual amount collected in
Personal Property
FY 2015-16 was higher than budget estimates.
$170
Starting in FY 2014-15, a 30 cent rate increase
$160
on personal property went into effect and
$150
after controlling for this rate change, vehicle
$140
assessment growth was forecasted more
$130
conservatively than the actuals would later
$120
reveal was necessary. Part of the difficulty
FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20 FY 21 FY 22
with forecasting personal property revenue is
Budget
Actual
Projection
that the next fiscal year is being projected
before the previous year’s actuals are realized.
This lag in revenue collection effectively means that personal property has to be estimated two years ahead
of the last set of trend data. In this case, by the time the City realized that personal property revenue had
exceeded projections in FY 2015-16, the budgeted amount for FY 2016-17 had already been set. To account
for this and return the forecast to the normal trend line, personal property is being increased 6% in FY
2017-18 although the actual personal property growth is only anticipated to be 2.4%. In subsequent years,
this revenue is forecasted to grow about 1.5% each year.
One of the major underlying factors impacting personal property revenues are vehicle assessments which
represent nearly 80% of the personal property tax. There is a steady level of growth in vehicle assessments
with new car sales
New Car Values as a Percentage of Total
now representing
25% of the vehicle
assessment base.
Additionally, used
cars continue to
hold their values
very well in the
current climate. As
a result, positive
growth is occurring
in the vehicle
assessment base.
Something to
guard against is a
sudden decline in value for the used market, which could mean a major hit to personal property revenues;
however, flooded vehicles increase the used market values.
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This represents a potential bright spot because new car sales represent the only major consumer-spending
category that has yet to reach its pre-recession levels here as the graph reflects.

Consumer Driven Revenues
Hotel: Hotel tax revenue has increased between 4% and 5% annually in recent years. This stable trend has
resulted in the 4.8% anticipated growth rate in FY 2017-18 ($700k) and slightly over 3% growth through FY
2021-22. An important note about this revenue source is that 75% of this revenue is dedicated for tourism
programs leaving 25% for the General Fund.
Business Professional Occupational License (BPOL): BPOL growth in FY 2017-18 is anticipated to maintain
the recent trend of slow growth at 1% (about $400k). This revenue source remained largely stagnant from
FY 2012-13 through FY 2014-15 with the no-growth trend being replaced by a slow-growth trend starting in
FY 2015-16. BPOL revenues were under-realized by $1.5M in FY 2015-16 when it only managed to achieve a
growth rate of 1.6% falling short of the expectations of a 4.8% increase. After FY 2017-18, BPOL growth is
anticipated to increase to roughly 2% as new businesses exit the two-year exemption program and begin
paying for their licenses.

Millions

Consumer Based Revenue
$80
$70

General Sales

$60
$50

BPOL

$40
$30

Restaurant

$20
$10

Hotel

$FY 13

FY 14

FY 15
Budgeted

FY 16

FY 17
Actual

FY 18

FY 19

FY 20

FY 21

FY 22

Projection

Restaurant: The restaurant meals tax is anticipated to grow 4.8% ($1.9M) in FY 2017-18 and roughly 4% in
the following years. Restaurant revenue was one of the few that consistently grew throughout the
recession and its normal growth rate after the recession has been between 4% and 5% a year. About 1/3 of
12

this revenue is dedicated to other funds throughout the City, leaving the General Fund with around 2/3 of
the total realized revenue from restaurants (the General Fund amount is shown in the graph).
General Sales: General sales had been growing by about 3% a year (about $1.6M) until FY 2015-16 when
the revenue source increased 5% ($2.9M) and came in $1.3M over the original estimate. Some of this
unexpected jump could be caused by the savings consumers are realizing at the gas pump. With lower gas
prices, people are using that money on other purchases increasing the general sales revenue. Due to the
risk of the one-time 5% jump being an outlier to the historic trend, general sales is once again expected to
rise 3% ($1.6M) in FY 2017-18. If this more accelerated growth occurs again, it could indicate a new norm
for the revenue source, but until more of a pattern is established, the historic growth rate of 3% will be
anticipated through FY 2021-22.
Overall, modest growth is forecasted through FY 2021-22 for hotel, restaurant, general sales, and BPOL as
consumer spending continues to recover post-recession. The forecast is conservative in the projection of
these revenues as compared to longer term trends given the possibility of a downturn in the economy
during the forecast period.
State Revenues:
From the General
Fund standpoint, the
State cut spending,
including aid to
localities, during the
recession. Since the
recovery began, the
State’s revenue
growth exceeds the
restoration of aid to
Virginia Beach as
shown in the graph.

State General Fund Revenue vs State Aid to VB

State revenue is
projected to drop
$1M in FY 2017-18 on the City side of this forecast; however, it is important to note that much of the State
revenue is used to reimburse program specific purchases from departments such as Human Services
instead of being available for general government operating costs. Due to the climate of uncertainty
surrounding this funding source, the General Fund portion of State funding is expected to remain virtually
flat in FY 2018-19 and then increase roughly $1M each subsequent year through FY 2021-22.
If aid to Virginia Beach matched the State’s rate of revenue growth, the General Fund would receive an
additional $2.9 in revenue. In FY 2010-11, the State eliminated roadway funding to localities. At the high
point in FY 2000-01, the State provided nearly $26 million to the City, equating to 5 cents of the current real
estate tax.
13

From the Schools’ standpoint, State Shared Sales Tax and other State revenue are expected to increase by 1
percent for FY 2017-18, the second year of the state’s biennial budget, 2 percent in FY 2018-19 and FY
2019-20, and then by 3 percent for FY 2020-21 and FY 2021-22. The graph below shows the combined
projected State revenue for the General Fund and School Operating Fund over the forecast period.

Millions

State
$490
$480
$470
$460
$450
$440
$430
$420
$410
FY 17

FY 18

FY 19

FY 20

FY 21

FY 22

Federal Revenues: From the City standpoint, federal revenue is projected to grow roughly $200,000 a year
from FY 2017-18 through FY 2021-22 as a result of the uncertain impact of sequestration. On the Schools’
side, Federal revenue is likely to decline from $12.5 million in FY 2016-17 to approximately $12.2 million for
FY 2017-18 and then remain flat over the rest of the forecast period. The graph below shows the combined
projected Federal revenue for the General Fund and School Operating Fund.

Millions

Federal
$39
$37
$35
$33
$31
$29
$27
$25
FY 17
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FY 19

FY 20

FY 21

FY 22
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Innovative Technologies and Services and Possible Tax Restructuring
The proliferation of new technology over the past twenty years has changed the way we communicate and
purchase products and services. One good example is the change in telecommunications and cable TV. In
January 2007, the State replaced all local telecommunication and cell phone taxes with a uniform 5% tax
promising revenue neutrality. The taxation applies to satellite TV, Internet phone service, Voice-OverInternet-Protocol (VOIP), and satellite radio. However, there are notable exceptions. Marketing revenues
earned by cable-related companies are not subject to the new tax, but they were under Franchise
Agreements. The tax applies only to the use of “Minutes”, not “Data”, on cell phones; minimal “Data”
service existed in 2007 compared to now; pre-paid cell phones are exempt.

Since its inception, the
telecommunication tax
has not maintained
revenue neutrality; the
aforementioned
exemptions, cancellation
of landlines (see graph),
and economic conditions
serving as likely
explanations, but it is
impossible to know what
growth would have
occurred under the
previous tax structure.

Change in Wireless Only Households & VB Telecom Tax

This is another tax that is not keeping up with emerging technology trends. Achieving revenue neutrality,
through a higher rate or broader application of the tax, would generate $6.1 million annually.
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Growth in Services vs Retail

Another example is sales tax. Services outperform retail as illustrated in the graph.
Only retail products are subject to the sales tax. Over the past several years, discussion has ensued about
possible revenue neutral ways of restructuring taxes in Virginia. One option is to expand the sales tax to
include services in the sales tax calculation and lowering the overall rate for tax neutrality. Purchasing
necessary retail products like groceries and clothes would result in a lower tax rate. Some scenarios have
included eliminating the BPOL tax in a revenue neutral manner by including services in the sales tax
calculation.
The Marketplace Fairness Act, which would allow states to collect sales taxes from retailers without a
presence in their states, is still pending in Congress. Currently, the consumer pays these taxes directly to
their respective states through self-reporting.
The economy continues to innovate. Airbnb, Internet travel services, e-cigarettes, on-line retailers, Uber,
and Lyft all represent examples of technology and services that offer consumers more choices. These
services are either not currently taxed (e-cigarettes), or a regulatory tax structure is not in place (on-line
retailers without a physical presence in Virginia, Internet travel services, Airbnb, and Uber/Lyft). Absent
self-reporting, these transactions are difficult to discover and create possible inequities among businesses
providing similar services.
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Baseline Forecast: City General Fund Revenue and
Expenditure Assumptions and Drivers
Expenditure and revenue projections are based on informed assumptions of what the City can likely expect
to happen over the next five years. Many of these assumptions are based on recent history, such as pay
increases and inflation, or are based on economic or market based predictions from credible resources such
as the State of the Region Report from Old Dominion University. Below is a bulleted list of assumptions for
the expenditures and revenues that are used in the five-year forecast:

Operations and Maintenance Expenditures








The City expects inflation to grow at approximately 2% per forecasted year. Inflation has remained
low, largely due to the low cost of gas which has kept the price of consumer goods from increasing
at a faster rate.
Salaries are projected to grow at 2% per year from FY 2017-18 to FY 2021-22. Of course, final
decisions on pay increases will be determined by City Council.
The FY 2017-18 VRS rate is currently 13.88% and is expected to grow by an additional two
percentage points every other year (the State reviews VRS rates with each biennium).
The City is not forecasting a percentage increase in the health insurance rate in FY 2017-18, but
expects 2.5% growth from FY 2018-19 to FY 2021-22.
FY 2017-18 contains $5 million for the Ashe & Resident SPSA payment as the current contract
concludes.
Transfers show a decrease from FY 2017-18 to FY 2018-19. Starting in FY 2019-20 transfers increase
as General Fund related pay-as-you-go increases with a goal of reaching pre-recession levels.

Impact of CIP projects and On-going Commitments
CIP operating budget impacts and other commitments are related to on-going operational costs associated
with: the Housing Resource Center; Burton Station Fire/EMS Station; continuation of the four year phase-in
of the body camera program; full City funding of the 12 grant funded firefighter positions (grant expires
spring of 2018); ten additional police officers added each year for a total of 50 through FY 2020-21; IT ongoing costs associated with information technology projects; maintenance of additional roadways; and the
acquisition and renovation of a permanent EMS Operations and Training facility. Some of the public safety
commitments above are funded as part of the 30 cents personal property increase for public safety. It is
important to note, however, that commitments associated with the 30 cents increase for public safety are
already higher than revenue available from the tax increase. Overall, the impact of these CIP projects and
on-going commitments are driving much of the deficits in the out years of the City forecast.
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Debt Service Expenditures
Debt services expenditures in the forecast are based on currently authorized but unissued bonds and the
amount of bonds in the adopted Capital Improvement Program. One of the keys to the City’s sustainability
of the Operating Budget in the long run is staying within the City’s Charter Bond limits based on existing tax
rates. By City Charter, the City Council may annually increase $10 million of bond authorization in any given
year in addition to the retirement of General Obligation Debt principal, which generally equates to about
$65 to $75 million a year depending on the amount of General Obligation debt being retired.
If additional bonds are authorized by City Council beyond the annual Charter Bond limits (projects backed
by Public Facility Revenue Bonds), it is recommended that City Council consider a dedicated tax to cover the
additional debt service. In light of the recent weather events, major flood control projects are expected to
be accelerated and dedicated funding will be required.

Revenues
As a summary to the discussion above about revenues, the following briefly summarizes revenue
assumptions.






Real estate revenues are forecasted to grow at an annual rate of 3%. The increase is attributable to
a healthier economy and lower interest rates which have allowed more buyers to enter the
marketplace and house prices to increase.
Personal property revenues are forecasted to grow at 1.5% each year from FY 2018-19 to FY 202122. Vehicle assessments continue to grow due to the number of new cars being purchased as well as
growth in the overall car market. A slowed rate of depreciation continues on used vehicles, as
demand for used vehicles remains high.
Consumer driven revenues (general sales, hotel, restaurant, BPOL, etc.) continue to grow; however,
a higher level of uncertainty exists in these revenue streams as the timing of the next economic
downturn is unknown. On average, these revenues combined are projected to grow about 3.1%
each year over the forecast period.
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Given the revenues and expenditure assumptions above, the City is projecting the following surplus
(deficits) over the forecast period.

Billions

Baseline Forecast
$1.23
$1.21
$1.19
$1.17
$1.15
$1.13
$1.11
$1.09
$1.07
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22
Expenditures

Baseline Forecast

Revenues

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$53,350

$(5,721,008)

$(9,835,063)

$(15,328,533)

$(14,475,654)

(Page 34 provides a more detailed summary of the expenditures and revenues.)

This General Fund forecast is considerably more optimistic than in years past, mainly due to the recovery of
real estate, personal property and consumer related revenues.
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Sensitivity Analysis for the City General Fund
Obviously, a higher level of uncertainty exists in the future years of the forecast. The key to any forecast is
the underlying assumptions. If assumptions change, the surplus/deficit changes as well. This section
provides a sensitivity analysis to assess the possibilities of different scenarios and their impact on the City’s
forecasted expenditures.

VRS Rates
Currently, the forecast projects
an increase of 2% in the VRS
rate in FY 2018-19 and another
2% increase in FY 2020-21. If
the VRS rate only increases by
1%, the projected deficit in FY
2018-19 will reduce by $2.6
million dollars and the FY 202122 deficit by $5.6 million. The
table below illustrates the
variances between the
projected baseline budget
versus an assumed 1% rate
increase in VRS as compared to
the 2% increase every two years
included in the baseline budget.

VRS Impact
$1.22

Billions

$1.19
$1.16
$1.13
$1.10
$1.07
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22
VRS increasing 1%

Expenditures

Revenues

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

Baseline Forecast

$53,350

$(5,721,008)

$(9,835,063)

$(15,328,533)

$(14,475,654)

VRS increase only 1%

$53,350

$(3,071,699)

$(7,132,768)

$ (9,815,851)

$ (8,852,718)

Variance

$

$ 2,649,309

$ 2,702,295

$ 5,512,682

$ 5,622,936

-
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Healthcare Costs
As previously mentioned, the
City is not assuming an increase
in healthcare rates for FY 201718. However, for the forecasted
period, healthcare is projected
to increase 2.5% every year
beginning in FY 2018-19. If
health insurance rates increase
by 5% beginning in FY 2018-19
as compared to the 2.5%
increase in the baseline
forecast, the City’s deficit is
expected to grow by about
$894,917 in FY 2018-19.

Billions

Healthcare Costs
$1.26
$1.23
$1.20
$1.17
$1.14
$1.11
$1.08
FY 2017-18

FY 2018-19

Healthcare Increases 5%

FY 2019-20

FY 2020-21

Expenditures

FY 2021-22
Revenues

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

Baseline Forecast

$53,350

$(5,721,008)

$ (9,835,063)

$(15,328,533)

$(14,475,654)

Health Increases 5%

$53,350

$(6,615,925)

$(11,692,016)

$(18,218,556)

$(18,473,906)

Variance

$

$ (894,917)

$ (1,856,953)

$ (2,890,023)

$ (3,998,252)

-
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Inflation Rate
Inflation Forecast
Billions

Looking forward, the baseline
forecast estimated the inflation
rate at 2%. If inflation grows by
3%, the City’s deficit would
increase by $4,075,162 in FY
2018-19.

$1.27
$1.24
$1.21
$1.18
$1.15
$1.12
$1.09
FY 2017-18

FY 2018-19

Inflation 3%

FY 2017-18
$

FY 2019-20

FY 2020-21

Expenditures

FY 2021-22

Revenues

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

Baseline
Forecast
Inflation 3%

53,350

$(5,721,008)

$ (9,835,063)

$(15,328,533)

$(14,475,654)

$(1,927,217)

$(9,796,170)

$(16,118,361)

$(23,937,929)

$(25,533,683)

Variance

$(1,980,567)

$(4,075,162)

$ (6,283,298)

$ (8,609,396)

$(11,058,029)
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Real Estate

Billions

Overall, the revenue trend is
Real Estate Growth of 4%
forecasted to increase from FY
$1.23
2017-18 to FY 2021-22 at an
$1.21
annual rate of 3%. If the City
$1.19
experiences an additional 1%
$1.17
increase in real estate revenue
over the next five years, the
$1.15
baseline budget for FY 2018-19
$1.13
will increase by $3,005,370 over
$1.11
the original projected deficit
$1.09
and eliminate the projected
$1.07
deficit by FY 2021-22. In
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22
addition, the school would
1% Real Estate Increase
Expenditures
Revenues
receive 34.11% of the increase
or approximately an additional $1.8 million each year.

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

Baseline Forecast

$53,350

$(5,721,008)

$(9,835,063)

$(15,328,533)

$(14,475,654)

1% Real Estate
Increase in FY-19
Variance

$53,350

$(2,715,638)

$(1,461,192)

$ (1,218,359)

$

$

$ 3,005,370

$ 8,373,871

$ 14,110,174

$ 21,106,318

-

6,630,664
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Baseline Forecast: School Operating Fund Revenue
and Expenditure Assumptions and Drivers
Mission
The Virginia Beach City Public Schools (VBCPS), in partnership with the entire community, will empower
every student to become a life-long learner who is a responsible, productive and engaged citizen within the
global community.

Strategic Plan
The strategic framework, Compass to 2020, sets the vision and guides the work of VBCPS for the next five
years and charts the course for teaching and learning across the school division with the focus of ensuring
that every student is challenged and supported to reach his or her potential.

Five-Year Forecast
This forecast is based on historical data as well as assumptions derived from various sources, including
economic forecasts by Old Dominion University and the Commonwealth’s Secretary of Finance, Richard D.
(Ric) Brown. There are many unpredictable factors affecting the projection of revenue and expenditures. As
such, the forecast is presented with the knowledge that it has been adjusted for all relevant factors we are
aware of at this time. A series of assumptions were developed to arrive at the amounts presented. These
assumptions are based upon information known currently and projections will lose some of their validity as
we forecast further into the future.
The School Operating budget provides for the day-to-day operations and maintenance of the division. Since
more than 87 percent of the total fiscal year (FY) 2016-17 budget is appropriated in the School Operating
fund, this five-year forecast focuses on providing details about that fund.
Revenue Assumptions:
 State Shared Sales Tax and Other State Revenue
o Expected to increase by 1 percent for FY 2017-18, the second year of the state’s biennial
budget
o Increasing by 2 percent in FY 2018-19 and FY 2019-20, and by 3 percent for FY 2020-21 and
FY 2021-22
 Local Revenue Sharing Formula
o Increasing by approximately 2.4 percent for FY 2017-18, primarily as a result of real estate,
personal property and consumer-driven revenue growth
o Expected to increase by approximately 1.9 percent each of the forecast years from
 FY 2018-19 to FY 2021-22
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Federal Revenue
o Likely to decline from $12.5 million in FY 2016-17 to approximately $12.2 million for
 FY 2017-18 and then remain flat over the rest of the forecast period
Other Revenue Sources
o Approximately $5 million in one-time School Reserve (reversion) funding will be used to
balance the School Operating budget for the forecast period from FY 2017-18 to
 FY 2021-22
o Sandbridge Tax Increment Financing (TIF) funds of approximately $400,000 will be diverted
to the School Operating budget for forecast years FY 2017-18 and FY 2018-19

Expenditure Assumptions:
 Personnel Services and Fringe Benefits
o Each year of the forecast period includes a 2 percent salary increase
o The current FY 2016-17 Virginia Retirement System (VRS) rate of 14.66 percent is expected
to climb by 1.66 percent to 16.32 percent in FY 2017-18, and then remain flat at that rate
from FY 2018-19 through FY 2021-22
o No increase in the health insurance rate is anticipated for FY 2017-18, but rates are projected
to rise by 2.5 percent each year from FY 2018-19 to FY 2021-22
Non-Personnel

o All non-personnel budget line items impacted by inflation are expected to increase by
approximately 2 percent each year of the forecast period
o Capital outlay expenditures are expected to remain flat from FY 2016-17 to FY 2017-18 and
then increase each of the next three years to purchase additional replacement school buses
(10 buses each year in FY 2018-19 and FY 2019-20 and five buses in FY 2020-21) before
leveling out in FY 2021-22

Baseline Forecast
Millions



880
860
840
820
800
780
760
740
FY 2017-18

FY 2018-19
Revenue

FY 2019-20

FY 2020-21

FY 2021-22

Expenditures
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Utilizing the revenue and expenditure assumptions above, VBCPS is projecting the following deficits over
the forecast period.
FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)
$(18,807,979)
$(24,293,925)
Baseline Forecast
(Page 35 provides a more detailed summary of the expenditures and revenues.)

$(21,367,669)

$(18,530,049)

Noteworthy Points (regarding future budget years):
During the extended recession, the School Board developed annual balanced budgets that supported the
Strategic Plan and minimized negative impacts to instructional programs. Some of those budget balancing
strategies included closing a school, ending some programs, eliminating a number of central office
positions, increasing class sizes, extending the bus replacement cycle, reducing non-personnel
departmental budgets by a cumulative 13 percent and implementing energy efficiency programs. However,
there are some significant unmet needs that must be considered as high priorities in the future. A few
examples of the division’s unmet needs include implementing full-day kindergarten, expanding the prekindergarten program, providing technology access for all students, and fully funding the Unified Salary
Scale equity adjustments.
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Sensitivity Analysis for the School Operating Fund
This section is intended to offer a sensitivity analysis that assesses the possible impact(s) of different
scenarios and the effect each may have on forecasted expenditures for VBCPS.

Millions

Expand the Pre-Kindergarten (Pre-K) Program (formerly Early Discoveries):
The school division’s program for at-risk pre-kindergarten students is made possible through the state’s
Virginia Preschool Initiative
(VPI) funding and
Impact of Pre-Kindergarten Expansion
supplemented with Title I, Part
-30
A grant funds. The program is
-25
provided to at-risk Pre-K
-20
students who meet eligibility
criteria as defined by VPI.
-15
Beginning with the FY 2016-17
-10
school year, VBCPS has taken
-5
over sole responsibility for the
Pre-K program, serving 704
0
FY 2017-18
FY 2018-19
FY 2019-20
FY 2020-21
FY 2021-22
Virginia Beach students free-ofcharge at elementary schools
Baseline Shortfall
Pre-K Expansion
throughout the city.
VBCPS will accept $2,619,540 in state funding and provide a local match of $1,692,460 for FY 2016-17. The
maximum VPI state funds accessible for FY 2017-18; the second year of the biennial budget; total
$4,293,962, and would require local matching funds of $2,774,288. Increased state and local match funding
would allow VBCPS to serve 1,154 students, an increase of 450 slots for this program. Program expansion at
this level would require nearly $1.1 million of additional local support. The table below illustrates the
variance between the projected baseline deficit and the adjusted shortfall from an increased local match to
the Categorical Grants fund to support expanding the VBCPS Pre-K program to serve 1,154 students in FY
2017-18 and future years of the forecast period.

Baseline Forecast
Pre-K Expansion
Variance

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)
$(17,430,390)
$ (1,081,828)

$(18,807,979)
$(19,889,807)
$ (1,081,828)

$(24,293,925)
$(25,375,753)
$ (1,081,828)

$(21,367,669)
$(22,449,497)
$ (1,081,828)

$(18,530,049)
$(19,611,877)
$ (1,081,828)
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Millions

Full-Day Kindergarten Program (phased in over five years):
Virginia Beach is one of only a handful of public school divisions in Virginia without full-day kindergarten for
every eligible student. VBCPS
currently offers a full-day
Impact of Full-Day Kindergarten
program at Title I schools. All
-40
other elementary schools in the
-30
division have half-day programs,
and each elementary school
-20
offers at least one Extended Day
-10
Kindergarten (EDK) class. The
EDK program offers identified
0
FY 2017-18
FY 2018-19
FY 2019-20
FY 2020-21
FY 2021-22
students an extra half-day of
instructional time and support
Baseline Shortfall
Full-Day Kindergarten
in the areas of reading, writing
and math.
The School Board has long wanted to implement full-day kindergarten across the division, but cost
projections have been prohibitive. Recent estimates for implementation total $11.2 million, without
factoring the budgetary impacts of capital outlay requirements to accommodate expanding the program
across the division (e.g. portable classrooms). The table below illustrates the variance between the
projected baseline deficit and the adjusted shortfall from a five-year phased implementation of full-day
kindergarten for all eligible VBCPS students.

Baseline Forecast
Full-Day Kindergarten
Variance

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)
$(18,588,562)
$ (2,240,000)

$(18,807,979)
$(23,287,979)
$ (4,480,000)

$(24,293,925)
$(31,013,925)
$ (6,720,000)

$(21,367,669)
$(30,327,669)
$ (8,960,000)

$(18,530,049)
$(29,730,049)
$(11,200,000)

Millions

VRS Rates:
The General Assembly annually enacts legislation that makes changes to VRS retirement plans. Legislation
can change contribution rates
Decrease in VRS Rates
and funding, benefits and
(using original phase-in schedule)
eligibility, and other aspects of
VRS plans and programs. These
-30
changes can have a substantial
-20
impact on employer costs. In
2012, the General Assembly took
-10
action to require full funding of
0
VRS employer contributions
FY 2017-18
FY 2018-19
FY 2019-20
FY 2020-21
FY 2021-22
under a phased-in rate schedule
Baseline Shortfall
VRS Rate Change
that would become 100 percent
funded in the 2019-2020
biennium. However, the General Assembly’s 2016-2018 biennial budget adopted higher VRS employer
contribution rates for instructional retirement benefits than those originally planned.
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For FY 2016-17, the rate increased from 14.06 percent to 14.66 percent. As mentioned in the expenditure
assumptions outlined previously, the VRS rate will jump from 14.66 percent in FY 2016-17 to 16.32 percent
in FY 2017-18 - instead of remaining steady at 14.66 percent as outlined in the phased-in schedule. That
equates to a projected increase of $10.2 million for VBCPS in FY 2017-18. In the last two years of the
forecast period, the original plan would have phased the VRS employer rate from 14.66 percent to 15.79
percent. Instead, it is likely that the rate will remain at 16.32 percent. This table compares the VRS rates
from the 2012 legislative session with those adopted in the General Assembly’s 2016-2018 biennial budget.
FY 2015-16

FY 2016-17

FY 2017-18

FY 2018-19

FY 2019-20

79.69%

89.84%

89.84%

100.00%

100.00%

14.06%

14.66%

14.66%

15.79%

15.79%

14.06%

14.66%

16.32%

TBD

TBD

Phase-in of VRS Rates Agreed Upon
in 2012 Legislative Session
Expected Employer Rates Based on
Phase-in Schedule
Employer Rates Based on General
Assembly’s 2016-2018 Budget

Currently, the forecast projects the VRS rate will increase to 16.32 percent from FY 2016-17 to FY 2017-18
and remain at that rate for the remaining years of the forecast period. The table below illustrates the
variance between the projected baseline deficit and the adjusted shortfall had the original phase-in
schedule for VRS employer contributions been adopted. Had the plan to make VRS solvent been phased in
using the rates outlined in the schedule above, the projected deficits would have been decreased by
approximately $7.7 million in FY 2017-18, $2.5 million in FY 2018-19 and $2.6 million in FY 2019-20.

Baseline Forecast
VRS Rate Change
Variance

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)
$ (8,666,752)
$ 7,681,810

$(18,807,979)
$(16,306,300)
$ 2,501,679

$(24,293,925)
$(21,742,213)
$ 2,551,712

$(21,367,669)
$(21,367,669)
$
-

$(18,530,049)
$(18,530,049)
$
-

Millions

Healthcare Costs:
Although VBCPS is assuming no increase in health insurance rates for FY 2017-18, rates are projected to rise
by 2.5 percent each year for the
Health Insurance Rate Increase of 5 Percent
remainder of the forecast
-30
period. If health insurance rates
were to increase by 5 percent
-25
beginning in FY 2018-19, the
-20
School Operating budget deficit
-15
could grow by nearly 6.7 million
-10
in FY 2021-22. The table below
-5
illustrates the variance between
0
the projected baseline deficit
FY 2017-18
FY 2018-19
FY 2019-20
FY 2020-21
FY 2021-22
and the adjusted shortfall from
increasing the healthcare rate by
Baseline Shortfall
Health Insurance Rate Increase (5%)
5 percent in FY 2018-19 and
future years of the forecast period.
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Baseline Forecast
Health Increase (5%)
Variance

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)
$(16,348,562)
$
-

$(18,807,979)
$(20,297,455)
$ (1,489,477)

$(24,293,925)
$(27,384,589)
$ (3,090,664)

$(21,367,669)
$(26,177,748)
$ (4,810,079)

$(18,530,049)
$(25,184,635)
$ (6,654,586)

Millions

Inflation Rate Increase:
According to the Federal Reserve Bank of Richmond, the inflation rate is expected rise to 2 percent as the
labor market continues to
Inflation Rate of 3 Percent
strengthen. With that in mind,
-30
all non-personnel budget line
items impacted by inflation are
-25
budgeted to increase by 2
-20
percent each year of the
-15
forecast period. If the inflation
-10
rate increases to 3 percent
starting in FY 2018-19, the
-5
School Operating budget deficit
0
would grow to nearly $22.8
FY 2017-18
FY 2018-19
FY 2019-20
FY 2020-21
FY 2021-22
million in the final year of the
Baseline
Inflation (3%)
forecast period, an increase of
$4.3 million over the baseline
projection. The table below illustrates the variance between the projected baseline deficit and the adjusted
shortfall from increasing inflation by 3 percent in FY 2018-19 and future years of the forecast period.

Baseline
Inflation (3%)
Variance

FY 2017-18

FY 2018-19

FY 2019-20

FY 2020-21

FY 2021-22

$(16,348,562)

$(18,807,979)

$(24,293,925)

$(21,367,669)

$(18,530,049)

$(16,348,562)
$
-

$(19,802,860)
$ (994,881)

$(26,333,432)
$ (2,039,507)

$(24,503,436)
$ (3,135,766)

$(22,815,664)
$ (4,285,615)
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Combined City and School Forecast
City General Fund Expenditures and Revenues
FY 2016-17
Adopted

Expenditures
Revenues
Deficit

1,074,687,396
1,074,687,396
-

FY 2017-18
Forecast

1,097,842,955
1,097,896,305
53,350

FY 2018-19
Forecast

FY 2019-20
Forecast

FY 2020-21
Forecast

FY 2021-22
Forecast

1,122,097,918 1,150,500,564 1,181,500,060 1,206,038,149
1,116,376,910 1,140,665,501 1,166,171,527 1,191,562,495
(5,721,008)
(9,835,063)
(15,328,533)
(14,475,654)

School Operating Fund Expenditures and Revenues
Expenditures
Revenues
Deficit

770,748,276
770,748,276
-

800,111,627
783,763,065
(16,348,562)

817,260,816
798,452,837
(18,807,979)

837,260,492
812,966,567
(24,293,925)

853,198,260
831,830,591
(21,367,669)

869,502,496
850,972,447
(18,530,049)

City and School Combined Expenditures and Revenues
Expenditures
Revenues
Total Combined Deficit

1,845,435,672
1,845,435,672
-

1,897,954,582 1,939,358,734 1,987,761,056 2,034,698,320 2,075,540,645
1,881,659,370 1,914,829,747 1,953,632,068 1,998,002,118 2,042,534,941
(16,295,212)
(24,528,987)
(34,128,988)
(36,696,202)
(33,005,703)

*The combined City and School Expenditures and Revenues includes transfers

The table above shows the combined expenditures and revenues for both the City and the School. When
combined, the total deficit increases from FY 2017-18 at $(16,295,212) to $(34,128,988) in FY 2019-20,
before it begins to slow at $(36,696,202) in FY 2020-21, and eventually decline to $(33,005,703) in FY 202122. It should be noted that a transfer from the City to the School, as a part of the Revenue Sharing Formula,
has not been netted out of the table above.
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Closing Thoughts and Summary of Financial Data
Moving Towards Sustainable Forecasts: This forecast does not project the higher deficits as in past
forecasts. During the recession, the combined deficits for the City and School were over $100 million. Since
that time, both the City and School have trimmed and/or eliminated programs and positions. In addition,
revenue was increased for specific priorities like the 30 cents personal property revenue dedicated to public
safety. While the forecast is not sustainable based on current assumptions over the five-year planning
horizon, the impact of some of the key drivers discussed in the sensitivity analysis of this forecast could
reduce and/or increase future deficits. Monitoring the underlying assumptions over the forecast period will
help determine the sustainability of the current budget.
State Budget: With the State not meeting its budget projections at the end of FY 2015-16, the City will
need to monitor how the second year of the State biennium impacts our local budget as well as future
budgets. Several areas of our budget are particularly vulnerable to changes in the State budget:








The School Operating budget is heavily reliant on State funding, which also impacts the
City/School revenue sharing formula via the required SOQ match.
The Constitutional Officers, particularly the Sheriff, receive a substantial portion of their budgets
via State allocations for partial reimbursement of salaries and fringe benefits. The Sheriff also
receives per diem amounts for inmate care that have been threatened in the past when State
funding is constrained at the end of the year.
The Department of Human Services receives a substantial portion of the budget from the State.
Community Service Boards have been notified that they could be the subject of targeted
reductions.
The City receives revenue from VDOT for maintenance of roads. This funding is critical in
maintaining an efficient and safe transportation network.
599 funding, which is funding the City receives for having a law enforcement function has been
reduced dramatically over time.

Recession on Horizon: Unfortunately, recessions happen on a somewhat frequent basis. The financial
impact on families, businesses and government can range from mild to severe, especially since the country
has just come out of what been described as the Great Recession. It has been over seven years since that
recession occurred. History would indicate that a recession would most likely occur during the five-year
planning horizon. The projections in this forecast lean more towards being conservative (especially
consumer driven revenues) in the out years mainly with the possibility of a recession in the planning period.
Favorable Interest Rate Environment and Debt Service: Interest rates have been at favorable borrowing
rates for a long time. The most recent bond sales have some of the lowest interest rates in the history of
the City. The Federal Reserve Bank has kept interest rates low for years. This has created a favorable
environment for borrowing, with exceptionally low interest rates for cities with a AAA Bond rating like
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Virginia Beach. There is a long-term financial advantage of the City issuing debt during this favorable
interest rate environment.
Any additional debt beyond the amount allocated via the Charter Bond calculation is recommended to have
a dedicated revenue source. Without a dedicated revenue source, the surplus/deficits shown in this
forecast will be negatively impacted and require services to be reduced.
Tax Restructuring: As technological and consumer spending changes, localities and the General Assembly
need to work together to determine fair and equitable tax structures. The goal would be to ensure that
businesses are treated similarly for the products and services they deliver. Citizens would benefit from
consistent tax application. In addition, some of the proposals have shown the possibility of additional jobs
being created depending on the tax restructuring involved.
New and Expansion of Programs and Services: City Council and the School Board should consider any new
programs and/or expansion of services with an accompanying dedicated revenue source or reallocate
funding from existing programs or services.
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City Expenditures
Personal Services
Fringe Benefits
Contractual Services
Internal Services
Other Charges
Capital Outlay
Leases and Rentals
Land Structures & Imp.
CIP Operating Budget Impacts
and Other Commitments
Debt Service Charges
Reserves/Dedicated Tax Reserves
Transfers
Schools
All Other Transfers
Ash & Residue
Total
Percent Change from Previous
Year (in total)

$
$
$
$
$
$
$
$

FY 2016-17
Adopted
279,903,402
97,415,391
48,352,945
28,554,457
73,015,060
6,869,560
4,486,769
40,000

$
$

50,486,171
4,368,044

$
$
$
$

411,278,773
60,853,569
10,062,505
1,074,687,396

$
$
$
$
$
$
$
$

FY 2017-18
Forecast
284,503,716
98,583,343
49,320,004
29,125,546
74,975,361
7,006,951
4,576,504
-

$
$
$
$
$
$
$
$

FY 2018-19
Forecast
290,193,790
106,068,169
50,306,404
29,708,057
76,474,868
7,147,090
4,668,034
-

$
$
$

6,726,841
54,222,787
3,512,330

$
$
$

$ 421,188,438
$
59,101,134
$
5,000,000
$ 1,097,842,955

$
$
$
$

3.65%

2.15%

$
$
$
$
$
$
$
$

FY 2019-20
Forecast
295,997,666
108,329,907
51,312,532
30,302,218
78,004,366
7,290,032
4,761,395
-

10,398,929
57,621,476
3,512,330

$
$
$

429,047,264
56,951,506
1,122,097,918

$
$
$
$

2.21%

$
$
$
$
$
$
$
$

FY 2020-21
Forecast
301,917,619
116,154,148
52,338,783
30,908,263
79,564,453
7,435,833
4,856,623
-

$
$
$
$
$
$
$
$

FY 2021-22
Forecast
307,955,971
118,626,893
53,385,558
31,526,428
81,155,742
7,584,549
4,953,756
-

12,481,281
61,887,322
3,512,330

$
$
$

13,568,620
62,778,570
3,512,330

$
$
$

13,875,832
63,116,671
3,512,330

437,002,429
59,619,086
1,150,500,564

$
$
$
$

445,206,079
63,258,740
1,181,500,060

$
$
$
$

453,367,750
66,976,668
1,206,038,149

2.53%

2.69%

2.08%

City Revenues
Real Estate
Personal Property
General Sales Tax
Utility Tax
Telecommunications Tax
Business License
Automobile License
Cigarette Tax
Hotel Room Tax
Restaurant Meal Tax
Other Taxes & Cable
Permits, Privilege Fees, etc.

$
$
$
$
$
$
$
$
$
$
$
$

FY 2016-17
Adopted
479,990,793
146,979,656
63,160,061
25,472,704
16,998,982
46,389,703
9,336,210
11,063,425
6,714,871
41,342,843
18,202,776
5,577,542

From Use of Money & Property
Charges for Services
Miscellaneous Revenue
Fines and Forfeitures
State Revenue
Federal Revenue
Reserves
Transfers
Total
Percent Change from Previous
Year (in total)
Revenue to Expenditures
Variance by Fiscal Year

$
$
$
$
$
$
$
$
$

5,457,485
38,414,968
5,384,673
6,538,394
99,592,618
19,739,278
10,903,254
17,427,160
1,074,687,396

$
$
$
$
$
$
$
$
$
$
$
$

FY 2017-18
Forecast
495,732,876
155,933,378
64,820,361
25,757,106
16,215,279
46,786,036
9,006,471
11,335,333
7,215,382
43,318,851
19,668,372
5,577,542

$
5,780,818
$
38,518,739
$
5,483,557
$
5,710,106
$
98,596,692
$
19,837,974
$
5,000,000
$
17,601,432
$ 1,097,896,305

2.60%

$
$
$
$
$
$
$
$
$
$
$
$

FY 2018-19
Forecast
510,780,475
158,243,153
66,764,972
26,014,677
15,728,820
47,721,757
9,006,471
11,113,071
7,468,260
45,045,605
20,124,437
5,633,317

$
$
$
$
$
$
$
$
$

5,838,626
39,289,113
5,483,557
5,710,106
98,596,692
20,036,354
17,777,446
1,116,376,910

2.16%
$

53,350

$
$
$
$
$
$
$
$
$
$
$
$

FY 2019-20
Forecast
525,963,408
160,608,433
68,767,921
26,191,443
15,256,956
48,676,192
9,006,471
10,398,256
7,729,737
46,841,429
20,595,438
5,689,651

$
$
$
$
$
$
$
$
$

5,897,012
40,074,896
5,483,557
5,710,106
99,582,659
20,236,718
17,955,220
1,140,665,501

1.68%
$

(5,721,008) $

$
$
$
$
$
$
$
$
$
$
$
$

FY 2020-21
Forecast
541,600,596
163,030,607
70,830,958
26,369,976
14,799,247
49,649,716
9,006,471
10,167,900
8,000,101
48,709,087
21,081,939
5,746,547

$
$
$
$
$
$
$
$
$
$
$
$

FY 2021-22
Forecast
556,832,883
165,511,100
72,955,887
26,550,294
14,355,270
50,642,710
9,006,471
9,941,235
8,279,662
50,651,450
21,584,527
5,804,013

$
$
$
$
$
$
$
$
$

5,955,982
40,876,393
5,483,557
5,710,106
100,578,485
20,439,085
18,134,773
1,166,171,527

$
$
$
$
$
$
$
$
$

6,015,542
41,693,921
5,483,557
5,710,106
101,584,270
20,643,476
18,316,120
1,191,562,495

2.18%
(9,835,063) $

2.24%
(15,328,533) $

2.18%
(14,475,654)
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School Expenditures
Personnel Services
Fringe Benefits
FICA
VRS
Health Insurance
Life Insurance
All Other Fringe Benefits
Contractual Services
Other Charges
Capital Outlay
Land, Structures and Improvement
Debt Service
Transfers to Other Funds
Athletics Fund
Categorical Grants Fund
Green Run Collegiate Fund

FY 2016-17
Adopted
447,785,910
34,602,656
64,171,184
59,579,068
2,226,062
3,130,456
46,518,963
51,018,420
4,382,694
240,301
45,819,477
4,418,642
3,167,757
3,686,686
770,748,276

Percent Change from Previous Year
(in total)

FY 2017-18
Forecast
462,759,628
35,401,112
75,522,371
59,579,068
3,504,759
3,130,456
47,449,342
52,038,788
4,382,694
240,301
44,726,171
4,418,642
3,167,757
3,790,537
800,111,627

FY 2018-19
Forecast
472,014,821
36,109,134
77,032,819
61,068,545
4,904,698
3,130,456
48,398,329
53,079,564
5,282,694
240,301
44,670,714
4,418,642
3,167,757
3,742,342
817,260,816

FY 2019-20
Forecast
481,455,117
36,831,316
78,573,475
62,595,258
6,307,062
3,130,456
49,366,296
54,141,155
6,182,694
240,301
47,107,506
4,418,642
3,167,757
3,743,455
837,260,492

FY 2020-21
Forecast
491,084,220
37,567,943
80,144,945
64,160,140
6,433,203
3,130,456
50,353,622
55,223,979
6,632,694
240,301
46,895,769
4,418,642
3,167,757
3,744,591
853,198,260

FY 2021-22
Forecast
500,905,904
38,319,302
81,747,844
65,764,143
6,561,867
3,130,456
51,360,694
56,328,458
6,644,540
240,301
47,166,839
4,418,642
3,167,757
3,745,749
869,502,496

3.81%

2.14%

2.45%

1.90%

1.91%

FY 2017-18
Forecast
421,188,438
409,000
477,000
2,941,341
75,489,223
266,058,063
12,200,000
5,000,000
783,763,065

FY 2018-19
Forecast
429,047,264
409,000
477,000
2,941,341
76,999,008
271,379,225
12,200,000
5,000,000
798,452,837

FY 2019-20
Forecast
437,002,429
477,000
2,941,341
78,538,988
276,806,809
12,200,000
5,000,000
812,966,567

FY 2020-21
Forecast
445,206,079
477,000
2,941,341
80,895,157
285,111,013
12,200,000
5,000,000
831,830,591

FY 2021-22
Forecast
453,367,750
477,000
2,941,341
83,322,012
293,664,344
12,200,000
5,000,000
850,972,447

1.69%

1.87%

1.82%

2.32%

2.30%

(16,348,562)

(18,807,979)

(24,293,925)

(21,367,669)

(18,530,049)

School Revenues
Revenue Sharing Formula
Schools Use of Sandbridge TIF
General Fund Balance
General Fund Outside of Formula
From the Use of Money and Property
Charges for Services
Miscellaneous Revenue
State Shared Sales Tax
Other State Revenue
Federal Revenue
School Reversion/Fund Balance

FY 2016-17
Adopted
411,278,773
409,000
477,000
2,941,341
74,741,805
263,423,825
12,476,532
5,000,000
770,748,276

Percent Change from Previous Year
(in total)
Revenue to Expenditures Variance
by Fiscal Year

-

35

Appendix
(Slide from Old Dominion University Economic Forecasting Project)
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Appendix
(Slide from Old Dominion University Economic Forecasting Project)
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