APPENDIX “F”
FINANCIAL TRENDS MONITORING SYSTEM
FY 2009 - 2019

Note to the reader:

The County of Henrico compiles the Financial Trend Monitoring System (Trends) annually as a means of reviewing
historical financial and demographic data prior to composing the annual budget. In completing the Trends
document, an extensive review of the County’s financial history over the preceding eleven fiscal years is performed
using a series of twenty-eight key economic, demographic, and budgetary factors. By reviewing historical actuals
over an extensive period of time, long ago forgotten financial impacts may be reviewed for validity to current
economic conditions and variables. This marks the twenty-fifth year of this financial trend analysis.

Completing the Trends document is one of the first steps in Henrico County’s annual budgetary process. The
findings that emerge from this review form the foundation on which budget recommendations are planned and
created. The County Manager presents the final Trends Document to the Board of Supervisors prior to the
recommended operating and capital budgets. This provides the Board the opportunity to undertake an extensive
review of the data, allowing them to make the sort of informed and proactive decisions that have led to Henrico’s
premier reputation for planning and financial management.

The Trends document is included in the County’s Approved Annual Fiscal Plan to provide the reader with a
historical perspective, and thus a more full understanding of the economic, demographic and financial factors that
have been accounted for in the process of approving this document.

What follows is a reproduction of the original Trends document for the period of FY 2009 — 2019 that was
presented by the County Manager to the Board of Supervisors on March 10, 2020.



APPENDIX “F”
FINANCIAL TRENDS MONITORING SYSTEM
FY 2009 - 2019

Note to the reader:

The County of Henrico compiles the Financial Trend Monitoring System (Trends) annually as a means of reviewing
historical financial and demographic data prior to composing the annual budget. In completing the Trends
document, an extensive review of the County’s financial history over the preceding eleven fiscal years is performed
using a series of twenty-eight key economic, demographic, and budgetary factors. By reviewing historical actuals
over an extensive period of time, long ago forgotten financial impacts may be reviewed for validity to current
economic conditions and variables. This marks the twenty-fifth year of this financial trend analysis.

Completing the Trends document is one of the first steps in Henrico County’s annual budgetary process. The
findings that emerge from this review form the foundation on which budget recommendations are planned and
created. The County Manager presents the final Trends Document to the Board of Supervisors prior to the
recommended operating and capital budgets. This provides the Board the opportunity to undertake an extensive
review of the data, allowing them to make the sort of informed and proactive decisions that have led to Henrico’s
premier reputation for planning and financial management.

The Trends document is included in the County’s Approved Annual Fiscal Plan to provide the reader with a
historical perspective, and thus a more full understanding of the economic, demographic and financial factors that
have been accounted for in the process of approving this document.

What follows is a reproduction of the original Trends document for the period of FY 2009 — 2019 that was
presented by the County Manager to the Board of Supervisors on March 10, 2020.



THE FINANCIAL TREND MONITORING SYSTEM

Financial Condition
Financial condition is broadly defined as the ability of a locality to maintain existing service levels, withstand
local and regional economic disruptions, and meet the demands of natural growth, decline, and change.

The ability to maintain existing service levels means more than the ability to pay for services currently being
provided. It also means the ability to maintain programs in the future that are currently funded from external
sources such as state or federal grants where the support is likely to diminish, and where the service cannot
practically be eliminated when the funds do disappear. It also includes the ability to maintain capital facilities,
such as roads and buildings, in a manner that would protect the initial investment in them and keep them in
usable condition. Finally, it includes the ability to provide funds for future liabilities that may currently be
unfunded, such as pension, employee leave, and debt commitments.

The ability to withstand local, regional, and national economic disruptions is also important because these
disruptions may have a major impact on the businesses and individuals who live and work in the locality, and
therefore impact the locality's ability to generate new local tax dollars.

This leads to the third component of the definition of financial condition, which is the ability to meet the future
demands of change. As time passes, localities grow, shrink or stay the same size. Each condition has its own
set of financial pressures. Growth, for example, can force a locality to rapidly assume new debt to finance roads
and public facilities, or it can cause a sudden increase in the operating budget to provide necessary services.
Shrinkage, on the other hand, leaves a locality with the same number of roads and public facilities to maintain
but with fewer people to pay for them.

The Financial Trend Monitoring System

The Financial Trend Monitoring System (FTMS), adapted from the system developed by the International
City/County Management Association (ICMA), "identifies the factors that affect financial condition and arranges
them in a rational order so that they can be more easily analyzed and measured.” It is a management tool that
pulls together the pertinent information from the County's budgetary and financial reports, mixes it with the
appropriate economic and demographic data, and creates a series of local government financial indicators that,
when plotted over a period of time, can be used to monitor changes in financial condition. The financial
indicators include such things as cash liquidity, level of business activities, changes in fund balance, and external
revenue dependencies. This system can also assist the Board of Supervisors in setting long-range policy
priorities and can provide a logical way of introducing long-range considerations into the annual budget process.
The following discussion has been developed using the ICMA manual entitled Evaluating Financial Condition, A
Handbook for Local Government.

The FTMS is built on twelve overall "factors" that represent the primary forces that influence financial condition
(see Chart 1). These financial condition factors are then associated with twenty-eight "indicators" that measure
different aspects of these factors. Once developed, these can be used to monitor changes in the factors, or
more importantly, to monitor changes in financial condition. Each factor is classified as an environmental factor,
an organizational factor or a financial factor.

The environmental factors affect a locality in two ways. First, they create demands. Second, they provide
resources. Underlying an analysis of the effect the environmental factors have on financial condition is the
guestion: “Do they provide enough resources to pay for the demands they create?"



The organizational factors are the responses the government makes to changes in the environmental factors.
It may be assumed in theory that any government can remain in good financial condition if it makes the proper
organizational response to adverse conditions by reducing services, increasing efficiency, raising taxes, or taking
some other appropriate action. This assumes that public officials have enough notice of the problem,
understand its nature and magnitude, know what to do and are willing to do it. Underlying an analysis of the
effects the organizational factors have on financial condition is the question: “Do legislative policies and
management practices provide the opportunity to make the appropriate response to changes in the
environment?"

The financial factors reflect the condition of the government's internal finances. In some respects, they are a
result of the influence of the environmental and organizational factors. If the environment makes greater
demands than resources provided and if the County is not effective in making a balanced response, the financial
factors would eventually show signs of cash or budgetary problems. In analyzing the effect financial factors
have on financial condition, the underlying question is: “Is government paying the full cost of operating without
postponing costs to a future period when revenues may not be available to pay these costs?"

Financial Indicators

The financial indicators are the primary tools of the Financial Trend Monitoring System. They represent a way
to quantify changes in the twelve factors. The chart on page 4 shows the twenty-eight indicators along with
the factors with which they are associated. Many aspects of financial condition cannot be measured explicitly;
however, by quantifying twenty-eight indicators and plotting them over a period of eleven years, decision
makers can begin to monitor and evaluate the County's financial performance. The use of these indicators will
not provide answers to why a problem is occurring or what the appropriate solution is, but it may provide the
opportunity to make an informed management response.

How to Use This Document

Twenty-eight indicators have been selected for use in monitoring Henrico County's financial condition. They are
displayed graphically on the following pages. These indicators were chosen based upon the availability of data
and their appropriateness for Henrico County. The indicators selected are grouped by the seven financial
factors as illustrated on page 4. The remainder of this document, in fact, is structured into seven sections, one
for each of the seven factors. Appendix A provides the raw data used to develop the graphs. Appendix B
provides a list of the Economic Data Sources used in the analysis.
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FINANCIAL INDICATORS

(Those underlined denote warning trends)

REVENUES
Revenues Per Capita
Intergovernmental Revenues
Elastic Operating Revenues
General Property Tax Revenues
Uncollected Current Property Taxes
User Charge Coverage
Revenue Variance

EXPENDITURES
Expenditures Per Capita
Employees Per Capita
Fringe Benefits

OPERATING POSITION
Operating Surpluses
Enterprise Losses
General Fund Unassigned Balances
Liquidity

DEBT STRUCTURE
Current Liabilities
Long-Term Debt
Debt Service
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WARNING TREND: Decreasing net operating revenues per capita (constant dollars). Increasing net operating
expenditures per capita (constant dollars).

Revenues/Expenditures per Capita
(In Constant Dollars)
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Revenues and Expenditures Per Capita:

These indicators depict how revenues and expenditures are changing relative to changes in the level of
population and inflation. As the population increases, it might be expected that the need for services would
increase proportionately; therefore, the level of per capita revenues should remain at least constant in real
terms. If per capita revenues are decreasing, it could be expected that the locality would be unable to maintain
existing service levels unless it were to find new revenue sources or ways to save money. Increasing per capita
expenditures can indicate that the cost of providing services is greater than the revenues gained, especially if
spending is increasing faster than the community's personal income or other relevant tax base.

Trends:

This indicator considers “Net Operating Revenues/Expenditures” to be revenues and expenditures (on a
constant dollar basis) from the General, Special Revenue, and Debt Service funds. Because this indicator
combines these operating funds, the representation is somewhat different than those made in the Annual Fiscal
Plan, which is fund specific when examining revenue and expenditure growth. In looking at per capita revenues,
FY19 reflected a 2.4 percent increase — a return to revenue expansion seen between FY15-FY17. In current
dollars, operating revenues increased 5.3 percent. As an aside, the decreases in per capita revenues (constant
dollar) noted in FY10 through FY14 point to the severity of the Great Recession. However, during these time
periods, there were minimal drops in revenue increases not exceeding population inflation.

The FY19 per capita revenue figure reflects the fifth full fiscal year recognition of the County’s 4.0 percent meals
tax, which generated over $30.2 million in FY19, all of which continues to be dedicated to the County’s school



system. Of the $30.2 million in meals tax receipts collected in FY19, $9.0 million was allocated to debt service
requirements per the 2016 General Obligation Bond Referendum while the balance of $11.3 million was
dedicated to pay-as-you-go capital budget needs for County schools, expenditures that are not captured in this
indicator. Including meals tax receipts, total General Fund revenues grew by $42.9 million in FY19 (current
dollars) and Special Revenue Fund revenues, which mostly reflect State and Federal grant funding, increased by
$6.1 million (current dollars), yielding total revenue growth of $49.0 million in current dollars for FY19, as
compared to FY18.

In looking at expenditures per capita (constant dollar), the County experienced a year-over-year increase of 2.0
percent in FY19. Looking at the longer-term constant dollar trend, expenditures per capita have decreased by
7.7 percent since FY09.

In examining the data, a few distinct trends are evident. First, from FY09 to FY14, the County's constant dollar
per capita revenues dropped by 14.6 percent. In part spurred by the implementation of the Meals Tax, late in
FY14, the trend reversed, and per capita revenue grew by 9.3 percent from FY14 to FY19. By contrast, while
constant dollar expenditures mirrored the revenue decrease from FYQ9 to FY14, noted above, they have only
increased by an additional 1.2 percent in the FY14 to FY19 time period. This shows that the series of sustainable
expense reduction initiatives that were implemented by the County to adapt to the recession have been
maintained in the recent period of economic growth. It should be noted that from FY09 to FY19, the County’s
population grew by 11.0 percent.

As the County’s economy and revenue streams continue growing, a myriad of positive local, state and national
economic data allows for an optimistic outlook regarding the County’s local revenue streams. While there are
plenty of positive signs within local revenues, real estate assessment growth is unlikely to return to that seen
during 2003 to 2009 period because of the unsustainable housing bubble from 1995-2006 that artificially
propped up real estate prices. However, on a constant dollar basis, FY19 Real Property Values (See Chart 23)
have returned to FYO9 amounts. We also anticipate that State revenues will remain relatively stagnant in the
short term due to other funding priorities of the General Assembly. Real estate tax revenues and State Aid,
combined, account for approximately two-thirds of all County General Fund revenues. Henrico’s cautious
outlook towards State revenues notwithstanding, the recent trend from FY15 to FY19 for local revenues has
shown a healthy rate of growth, which exceeds population and inflation growth. However, to avoid becoming
complacent, the County will continue to add fiscal structure within the budget process, minimizing one-time
resources and investing in core services — particularly Education and Public Safety. The County must also
continue to explore innovative ways to provide the highest level of service at the lowest possible cost. Despite
the challenges noted herein, the structural additions, strategic expenditure reductions, and solid local revenue
growth, have placed the County in an overall positive fiscal environment. While expenditures per capita
generally outpaced revenues per capita in the FY10 to FY14 timeframe, that trend has been reversed in the time
since, with per capita revenues comfortably outpacing per capita expenses from FY15 to FY19. Therefore, no
warning trend is noted for this indicator.




WARNING TREND: Increasing amount of intergovernmental operating revenues as a percentage of gross operating
revenues.

Intergovernmental Revenues
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Intergovernmental Revenues:

Intergovernmental revenues are those revenues received from other governmental entities. The sources of
intergovernmental revenue in Henrico County include revenue from the Commonwealth of Virginia and the
Federal Government. For example, in the General Fund the County receives a portion of the State Gasoline Tax
revenue it generates for street maintenance and construction, as well as State and Federal revenue for schools
and a partial reimbursement from the State Compensation Board for salaries and office expenses for
Constitutional Officers. In the Special Revenue Fund, the County receives State and Federal revenue for various
grant programs for schools, mental health, social services and public safety. Much of this intergovernmental
revenue is restricted revenue, and therefore legally earmarked for a specific use as required by State and
Federal law or grant requirements. Beginningin 1999, personal property tax payments paid by the State under
the Personal Property Tax Relief Act (PPTRA) have been classified as intergovernmental revenues for actual
collections even though the assessment function is performed at the local level. In the graph above, PPTRA
revenues appear as the top stacked bar.

An overdependence on intergovernmental revenues can have an adverse impact on the County’s financial
condition. The "strings" that the external source attaches to these revenues may prove too costly, especially if
these conditions are changed in the future after the locality has developed a dependence on the program. In
addition, the external source may withdraw the funds and leave the locality with the dilemma of cutting
programs or paying for them with General Fund resources.




Trends:

As the graph on the previous page indicates, Henrico County’s intergovernmental revenues as a percentage of
operating revenues increased from 43.6 percent in FY09 to 44.5 percent in FY14, and then reversed course,
dropping to 41.6 percent in FY19. The peak in this indicator is FY14 and largely arose from additional State Aid
for education in FY13 and a large increase in Gas Tax funding in FY14. These factors caused intergovernmental
revenues to outpace growth in local revenues, primarily real estate tax revenues. FY19 was also the fifth full
year that recognized the County’s 4.0 percent meals tax, which has generated $144,853,317 million of local
revenue for the county’s school system implemented in FY14. As mentioned above, the State began
reimbursing localities under the PPTRA in FY00. The graph above delineates between PPTRA reimbursements
and all other intergovernmental revenues. The total bars reflect all intergovernmental revenues, while the
lower stacked bars exclude the effects of PPTRA payments.

While intergovernmental revenue has increased substantially over the eleven-year period examined, there are
two distinct patterns that need to be noted, as intergovernmental Revenues as a percent of Gross Operating
Revenues has decreased. Starting in FYO5 and extending through FY09, Henrico County was awarded annual
discretionary State Lottery funds of more than $5.0 million for Education, funds that Henrico used solely for
Education construction projects were not factored into this indicator. This decision was based on the premise
that, if in the future, the State reduced lottery funds for Education - the County’s operating budget would not
be impacted in a negative manner. As such, an operational dependence was not created for this revenue source.
The significance of this decision was realized in FY10, as discretionary lottery funds were significantly reduced
to $3.2 million from $5.7 million received the previous fiscal year. In FY11, the entire discretionary allocation
of lottery funds was eliminated, as the State began utilizing lottery proceeds to supplant reductions to specific
Education programs formerly funded with General Fund dollars. In the 2016 Legislative Session, the General
Assembly’s Adopted Biennial Budget included the return of discretionary lottery funding. While the County did
not include lottery funding in the adoption of the FY17 budget, this funding stream was eventually utilized by
HCPS to fill a funding gap that was the result of missing enrollment projections by over 500 students for that
fiscal year.

The second trend reflects the reclassification of prior local revenues as “state” revenues, and while overall State
aid looks like it increased from FYQ9 to FY14, the increase is somewhat misleading. One example that depicts
why these increases are misleading is legislation that replaced four local revenue sources with a monthly
payment from the State Department of Taxation, known as the Communication Sales & Use Tax, which became
effective January 1, 2007 and was supposed to be “revenue neutral.” The following local revenue sources were
replaced: Consumer Utility Tax, Cable TV Franchise Fee, Cellular Telephone Tax, and E-911 Tax. This legislation
distributes funding using a formula that has impacted Henrico’s receipts, and has not proved to be revenue
neutral as assumed in the legislation, as is demonstrated in the table below. The State deducts an
administrative fee from the revenue collections and redistributes the funding monthly to localities as a fixed
percentage of State-wide collections, which was established by FY06 local collection levels.



Communications
Fiscal | Local Revenue Sales & Use Tax
Year Collection Collection
FY06 $14,260,480 SO
FYo7 $9,662,975 $5,792,982
FY08 SO $15,088,668
FY09 SO $13,709,408
FY10 SO $13,766,559
FY11 SO $13,698,421
FY12 SO $13,243,471
FY13 SO $12,359,303
FYy14 SO $13,226,685
FY15 SO $13,111,116
FY16 SO $12,722,974
FY17 $0 $12,410,247
FY18 SO $12,022,278
FY19 $0 $11,153,121

This is noted because it represents an example of the State’s continued forays into issues of local taxing
authority. This concern of State involvement in local revenues continues to be noted as a concern, as it is a
significant wildcard in the County’s multi-year financial planning efforts.

Creating a dependency on a revenue source not controlled locally may create fiscal difficulties if that revenue
source is altered. This is exactly what has occurred with the PPTRA revenue paid by the State. In FYOO, the
Virginia General Assembly made a commitment to reimburse localities for a State tax reduction of a local
revenue source (individual personal property). Since FY0O, the County of Henrico has built a dependency on
this revenue source and every Trends document since then has included a warning for this indicator.

In the 2004 session of the Virginia General Assembly, the legislature made a materially adverse change to PPTRA
payments — effective for FY06. The legislature capped the State’'s PPTRA payments to localities at approximately
$950.0 million and used a pro-rata distribution mechanism for making these payments in the future. Meaning
that Henrico's PPTRA reimbursements from the State remain at a level amount, while the taxpayer pays more
to the County. The State’s promise of maintaining reimbursement levels at 70.0 percent for the County’s
taxpayers slipped to 51.0 percent in 2019. As noted earlier, the differential is paid by the County’s taxpayers.

From FYO8 through FY11, the State cut billions of dollars from its budgets, most of which resulted in reductions
in State aid to localities. In fact, from FY08 through FY11, the State reduced aid to Henrico County by more than
$46.0 million in the General Fund alone, most of which was targeted at State Aid for Education. In addition, the
County received more than $28 million in one-time ARRA — Federal Stimulus funds from the State from FY09
through FY11, used by the State to supplant payments to localities for Education, the Sheriff’s Office, and Social
Services to offset State General Fund reductions. FY11 was the last year that ARRA — Federal Stimulus funds
could be utilized by the State, and in FY12, the State was forced to identify revenue increment to cover the loss
of one-time funds.

In the spring of 2014, the State identified a “shortfall” of revenues as a result of the impact of Federal
sequestration, resulting in reductions in funding to localities across the State. While the State missed its
revenue projections for FY14 and substantially adjusted revenue expectations for FY15 mid-year, revenue
projections from the Commonwealth remained alarmingly healthy. As feared, at the end of FY16, the State



announced that while its revenues grew, they would again fall short of revenue projections. This created a $1.5
billion “shortfall” for the Commonwealth — the result of continued struggles with accurately projecting their
revenues. Accordingly, Henrico County continues to be exceptionally cautious when it comes to estimating
revenues from the Commonwealth.

With the implementation of the County’s meals tax along with growth in other local revenues, some of the
County’s reliance on State aid has been alleviated. In fact, Intergovernmental Revenues as a percent of Gross
Operating Revenues has reach 12-year lows. However, the fact remains that State revenues represent a large
portion of the County’s operating revenues. In FY07, which matches FY19 in Intergovernmental Revenues as a
percent of Gross Operating Revenues, a warning trend was maintained. As such, a warning trend must continue
for this indicator.




WARNING TREND: Unplanned change in the amount of elastic operating revenues as a percentage of net operating
revenues.
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Elastic Operating Revenues:

Elastic operating revenues are those that are highly responsive to changes in the economic base and inflation.
The highly elastic revenue categories used for this indicator are:

Local sales and use taxes;

e Business and professional license taxes;

Structure and equipment permit fees; and

Food and beverage tax, more commonly known as a “meals tax”.

It is to a locality's advantage to have a balance between elastic and inelastic revenues to mitigate the effects of
economic growth or decline. This year the trend indicator was altered to more accurately depict a warning. An
increasing amount of Elastic Operating Revenue as a percent of Net Operating Revenue was previously used to
depict a warning trend. A decrease in Elastic Operating Revenue or an increase in Net Operating Revenue can
result in a negative trend. An increasing Net Operating Revenue base is not to the detriment to the County. Due
to this, the trend indicator will look for unplanned changes to Elastic Operating Revenue as a percent of Net
Operating Revenue. The relationship between elastic revenues and total receipts is largely driven by consumer
consumption. During an economic downturn, elastic revenues are expected to decrease as a percentage of net
operating revenues.

Trends:

The graph shown above indicates that the percentage of elastic tax revenues for Henrico County have increased
from a low of 8.6 percent in FY09 to 11.7 percent in FY19. The sharp increase from FY14 to FY15 was primarily
the result of the first full-year implementation of the County’s 4.0 percent meals tax, which generated $26.8



million in FY15. Similar results were recognized in FY16, FY17, FY18, and FY19 with collections of $28.1 million,
$28.4 million, $29.3 million, and $30.2 million, respectively. More recently, elastic operating revenues as a
percent of net operating revenues have remained relatively stable, ranging from 11.7 to 12.1 percent over the
past five years. In addition to meals tax receipts, sales tax receipts grew 1.0 percent in FY19. Business and
Professional License (BPOL) Tax receipts grew by 7.6 percent in FY19. The growth in this revenue was
concurrent with the Board of Supervisors having increased the BPOL exemption to $300,000 as part of the FY19
budget to make Henrico even more attractive to businesses searching for a location.

Due to robust building activity and very significant economic development in Henrico County, highlighted by
the Facebook data center, Structure and Equipment Permit revenue grew by 101.4 percent over FY17 levels.
This value has decreased by 27.9 percent compared to FY18 but still higher than FY17 levels by 47.3 percent.
The large increase in FY18 is due to the Facebook data center’s entry into Henrico’s economy. Its presence,
along with a robust construction market, is still felt as illustrated in our FY19 collection. In looking at all elastic
tax revenues, the County experienced an increase of $1.8 million or 1.3 percent in FY19.

As a result of economic expansion from FY93 through FY01, the Board of Supervisors implemented a Business
and Professional License Tax (BPOL) reduction strategy as a means of encouraging more businesses to locate in
Henrico County. That strategy was initiated in January 1996 and was phased in over a period of years. By
January 2000, this tax reduction strategy fully exempted the first $100,000 in gross receipts from taxation for
County businesses and established a uniform maximum tax rate of $.20/5100 for County businesses. It had two
beneficial impacts. First, due to the phase-in of the Board's BPOL tax reduction strategy, Henrico reduced its
operating reliance on these elastic revenues. Second, commercial taxpayers do not require the same service
levels as residential taxpayers, so a net benefit to the County’s revenues has been achieved by attracting more
businesses to Henrico.

The amount of the exemption was raised from $200,000 to $300,000 in the FY19 budget, marking the second
consecutive year of a $100,000 increase in the exemption. The amount of the exemption will continue to be
explored as an economic development and tax relief strategy as the exemption was increased to $400,000 in
FY20 and will be proposed to be increased to $500,000 in FY21.

Another positive note, Henrico County ranked third among all localities in Virginia for total taxable salesin 2018,
behind only Fairfax and Loudoun counties. More significantly though, when looking at the ten largest
generators of taxable sales, Henrico ranks first for taxable sales per capita by a margin of 18.4 percent. Refer
to the chart below for comparisons to other localities.

Rank Locality 2018 Taxable Sales Population Per Capita
1 Henrico County 5,740,327,604 326,993 $ 17,555
2 Chesapeake City 3,616,819,973 243,868 14,831
3 Loudoun County 5,870,605,647 406,355 14,447
4 Arlington County 3,287,956,546 241,031 13,641
5 Alexandria City 2,166,328,125 161,050 13,451
6 Fairfax County 15,229,175,344 1,145,978 13,289
7 Chesterfield County 4,533,448,958 346,357 13,089
8 Spotsylvania County 1,696,332,232 133,441 12,712
9 Virginia Beach City 5,658,176,716 453,410 12,479
10 Newport News City 2,256,228,196 181,119 12,457




Encouraging local economic trends and continued elastic revenue stability indicate a solid environment in the
local economy. Further support of the positive trend in the local economy is sales tax collections in the current
fiscal year, which at this writing reflect an increase of 4.8 percent. However, while local economic growth has
continued its positive trend, the County must remain diligent and exercise fiscal prudence when estimating
elastic resources to mitigate reliance on these resources and quickly adapt to changing economic conditions.
On average the United States economy has experienced a recession every five to six years and is now past the
eleven-year mark since the beginning of the last recession. Nonetheless, with growth continuing in all the
elastic measures, no warning trend is warranted for the indicator.




WARNING TREND: Decreasing or negative growth in general property tax revenues (constant dollars).
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General Property Tax Revenues:

General property tax revenues in Henrico County include both current and delinquent real and personal
property tax revenue levied and collected by the County. These revenues constitute Henrico County’s largest
local revenue category, representing 66.0 percent of total local operating revenue in Henrico County in FY18
and FY19. It should be noted that beginning with FY99, the State’s reimbursements of personal property tax
revenues have been recorded as “intergovernmental” revenue. That is to say, the PPTRA revenue is not
reflected on this indicator. This indicator does capture the “local” component of personal property — including
the machinery and tools tax.

Trends:

Henrico County has experienced an overall healthy increase in general property tax revenues over the last
eleven years. In unadjusted dollars, general property tax revenue has increased from $368.0 million in FY09 to
S447.47 million in FY19, representing an average annual increase of 1.7 percent over this eleven-year period.
In constant dollars, which is shown on the graph above, FY19 reflects a return to FY09 levels.

Henrico's strong local economy and community of choice designation for new area residents and businesses
have had a positive impact on the County’sreal property assessed valuations over the past eleven years. During
this time between CY09 and CY19, the County’s unadjusted real estate tax base has increased by $5.2 billion. It
is also noted that when looking at these property tax revenues and comparing them to total net revenues, a
revealing pattern emerges. Beginning in 1999, personal property tax payments paid by the State under the
Personal Property Tax Relief Act (PPTRA) have been classified as intergovernmental revenues even though the
assessment function is performed at the local level. After capping PPTRA payments at $37.0 million annually
for Henrico County, property tax revenues as a percentage of net operating revenues increased from 37.1
percent in FYO6 to 38.3 percent in FY10. Due to the economic downturn, particularly the impact on real estate



values, this indicator dropped four consecutive years, to 36.5 percent in FY13. The percentage dropped further,
to 35.5 percent in FY15 due to the inception of Meals Tax Revenues. In the time since, the measure has
rebounded to 36.3 percent in FY19.

The upward trend of the Countystotal tax base since FY13 is very positive. In the five years from FY15 to FY19,
the constant property values have increased by a total of 18.9 percent. The County’s property tax revenues for
FY19 reflects an increase of 6.3 percent compared to FY18. Going forward, the County anticipates continued
growth in real estate values, though nothing compared to the growth experienced in the mid-2000’s, when
property values increased by 76.6 percent from 2003 to 2009. With a seventh consecutive year of overall real
estate valuation growth and with personal property tax receipts expected to continue to grow at levels close to
inflation, no warning trend is noted for this indicator.




WARNING TREND: Increasing amount of current uncollected property taxes as a percentage of the current total
property tax levy.
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Uncollected Current Property Taxes:

Every year a certain percentage of current real and personal property taxes go uncollected because property
owners are unable to or choose not to pay them. If this percentage increases over time, it may be an indication
of an overall decline in a locality's economic health. Bond rating agencies consider that a locality will normally
be unable to collect between 2.0 to 3.0 percent of its property tax levy each year. If uncollected property taxes
rise to more than 5.0 percent, rating agencies consider this to be a negative indicator that signals potential
problems in the stability of the property tax base or is indicative of systemic problems with local tax collection
efforts.

Trends:

As the graph above indicates, for this eleven-year period, Henrico County's percentage of current uncollected
real and personal property taxes has ranged from a low of 0.7 percent in FYQ9, to a high of 1.4 percent in FY13.
Since the FY13 peak, uncollected current property taxes have steadily trended down to 0.8 percent. Even at the
FY13 peak of 1.4 percent, uncollected current property taxes, as a percent of the total levy, were well below
the 5.0 percent level that Bond Rating agencies consider negative.

In looking at this indicator, a consistency in collections on the part of the County is depicted, as the range on
the graph is within expected parameters. In the past several years, significant enhancements have been made
in the collection of delinquent real estate taxes. This, in part, can be attributed to Henrico's commitment to
improving customer service by streamlining collection procedures and increasing payment options for County
residents. In this time period, Henrico has implemented acceptance of payments by credit card over the
telephone and via the internet, initiated acceptance of payments by debit and credit cards in person, instituted
a monthly debit program for personal and real property tax payments, continued to be more timely in collecting
delinquent taxes and enhanced its collection processes. The results of these efforts can clearly be seen above.



One ancillary fact that needs to be mentioned is that the County’s top ten “Principal Taxpayers” continued to
constitute 6.9 percent of the tax base in FY19. This is an important note for this indicator since collections of
current taxes from the “Principle Taxpayers” of a locality are generally made in the year they are due.

Due to enhancements made in the collections area in the past several years, levels are anticipated to remain
well below 2.0 percent. As such, no warning trend is noted for this indicator.




WARNING TREND: Decreasing revenues from user charges as a percentage of total expenditures for providing related
service.
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User Charge Coverage:

User charge coverage refers to whether fees and charges cover the full cost of providing a service. Henrico
County charges fees for the employee cafeteria, recreation activities, and building permits in the General Fund.
In the Special Revenue Fund there are fees for the school cafeteria, mental health services, street lighting, and
solid waste services. As coverage declines, the burden on other revenues to support these services increases.
Inflation will erode the user charge coverage if not reviewed and amended periodically. Therefore, costs and
fees should be reviewed frequently to ensure that the desired level of coverage is maintained.

Trends:

As shown in the graph, the user charge coverage for the County has measured less than 55.0 percent for much
of this eleven-year period, with the exception being in FY15, in which user charge coverage increased to 55.4
percent. This ratio decreased markedly from 55.4 percent in FY15 to 49.40 percent in FY19. The indicator
measures user coverage of seven specific expenditure areas. These are: Building Inspections, Employee
Cafeteria, Mental Health, Recreation, Street Lighting, School Cafeteria and Solid Waste. The drop in FY19 is due
to Building Inspections’ revenues decreasing from a marked coverage of 232.4 percent to 156.6 percent. Note:
FY19 Building Inspections coverage of 156.6 percent is the 2" highest coverage year in this 11-year comparison.
Building inspections saw their revenue double in size from $4.4 million in FY17 to $8.8 million in FY18 and return
to $6.5 million in FY19. Building Inspections also added 3 new positions in FY19 to meet the demand of increased
inspection activity. The dip is the result of decreased coverage in other categories for FY17 to FY18. FY18 to
FY19 has seen improvements in these figures for items such as Employee Cafeteria, School Cafeteria, MH/DS,
and Solid Waste/Street Lights. Recreation has remained flat at 3.5%.

In looking at the operational components, the user charge coverage percentages for Building Inspections has
typically been sufficient to cover the activities of that department. It should be noted that in FYO7, the user



charge coverage percentage for Building Inspections was 99.9 percent, then falling to 48.5 percent in FY10 due
to the economic slowdown. In FY14, structure and equipment permit fees were increased in an effort to close
the coverage gap, and as a result, the coverage grew to 76.9 percent. In FY15, for the first time since FYOS5,
permit fees sufficiently covered all costs of Building Inspections. This trend has continued over the past four
fiscal years, as rapidly growing permit fees still far exceeded Building Inspections expenses in FY19 by 56.6
percent. The revenues collected over the operating expenses for Building Inspections was instrumental as they
were dedicated to funding the Electronic Land Management System (ELMS), which will replace the legacy
Tidemark system utilized by all Community Development agencies for plan reviews.

Mental Health’s user charge coverage increased steadily from FY08 to FY14, growing from 39.3 percent to 47.9
percent in that timeframe. The coverage ratio dropped gradually to 45.3 percent in FY17 and then precipitously
to 39.7 percent in FY18. This ratio has since slightly improved to 40.9 percent in FY19. The steep drop in FY18
was due to a 16.3 percent increase in expenditures far outpacing a 0.2 percent increase in fee revenues. The
user charge coverage for Solid Waste shows a very similar trend, growing from 79.4 percent in FY0S8 to 98.4
percent in FY17, then falling to 74.5 percent in FY18. This ratio has since improved to 78.2 percent in FY19. This
ratio drop was caused by a 28.9 percent increase in expenditures, much of which may have been one-time in
nature. In looking at Recreation, the user charge coverage in this area has averaged 4.6 percent throughout
this time period but has decreased to 3.5 percent where it remains stable. This is in part due to the removal of
sports related fees. Also, in this eleven-year time period, the School Cafeteria has typically generated sufficient
revenues to cover operational requirements.

This indicator in the eleven-year period has averaged 52.0 percent. Excluding Recreation, the indicator has
averaged 66.3 percent. As the local economy continues to improve, these user fees should continue to improve
as a percent of revenues/expenditures. As such, no warning trend is noted for this indicator and the County
will continue to maximize efforts to ensure coverage rates are appropriate to reduce reliance on other County
revenues.




WARNING TREND: Declining revenue variance as a percentage of net operating revenues.
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Revenue Variance:

This financial indicator examines the differences between revenue estimates and revenues actually received. It
includes revenues in the General, Special Revenue, and Debt Service funds. Major discrepancies in revenue
estimates can be an indication of a declining economy, inefficient collection procedures, or inaccurate
estimating techniques. On the graph above, the “0%"” represents the fiscal year budgeted estimates. A positive
number reflects a positive revenue variance, indicating budget estimates were met, while a negative number
reflects missed revenue projections.

Trends:
The overall trend depicted above reveals that the County’s revenues exceeded budget estimates for each of
the eleven years analyzed.

In looking at this eleven-year period, this indicator has reached a high of 4.9 percent in FY19. The low points
may be found from FY09 through FY13, when the variances ranged from 0.2 percent in FY10 to 1.3 percent in
FY13. The variance for FY14 increased to 2.4 percent. In the four most recent fiscal years, the variance has
ranged narrowly from 3.6 to 4.9 percent.

Looking at the trend since FY09, the Countysannual revenue variance has averaged 2.5 percent. The County of
Henrico maintains a conservative posture when projecting revenues on an annual basis. The budget to actual
revenue variance of 4.9 percent in FY09 reflected the highest level in this eleven-year period. The impact of the
economic downturn is evident from FY09 through FY13, as the gap between estimated and actual revenue
collections narrowed due to virtually all revenue sources declining. During this period, and in anticipation of a
slow economic recovery, several sustainable expense reduction initiatives were implemented that allowed the
County to reduce overall expenses by more than $125 million, including the elimination, freezing, or unfunding
of more than 650 positions Countywide.



Continuously improving revenue collections, combined with departments continuing to find efficiencies,
allowed the County to post an improved 2.4 percent revenue variance in FY14, contributing to growth in overall
General Fund balance as well — the first such increase in fund balance in five years. Revenue variances have
averaged 4.2 percent from FY16 to FY19 due to conservative revenue estimates, the continuing performance
of the meals tax, and the continued focus on minimizing expense growth. The continuation of conservative
revenue estimates in the FY19 budget will should yield positive revenue variances into the foreseeable future.
As such, no warning trend is warranted for this indicator.




WARNING TREND: Increasing number of employees per capita.
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Employees Per Capita:

Personnel costs reflect the major portion of a locality's operating budget, and plotting changes in the number
of employees per capita is another way to measure changes in expenditures. An increase in employees per
capita might indicate that expenditures are rising faster than revenues, or that the locality is becoming more
labor intensive, or that personnel productivity is declining.

Trends:

The County’s General Government personnel complement (which does not include the personnel complement
of the Henrico County Public Schools) increased by 226 employees from FY06 to FY09, then was reduced by 73
positions from FY10 to FY14. In the five years since FY14, the complement has grown by 206. The graph above
illustrates that the number of employees measured 13.1 employees per 1,000 population during FY08 and FY09.
This ratio steadily dropped to the level of 12.1in FY15 and has held constant at that level until ticking up to 12.2
in FY18 remaining flat in FY19.

Three notes are warranted for this indicator. First, the graph above does not exclude departments that offer
specialized services not offered by most localities in the State. Henrico County is one of two counties in the
State that maintain its own roads, and the information above includes 262 employees in the Public Works
department. Second, the personnel complement does not include positions that are completely tied to non-
County funding sources and do not have local revenue sources supporting them. As of this writing, the County
has 345 of these positions throughout the County. Finally, this indicator includes positions that are currently
being held vacant as a result of the County’s hiring freeze. As of this writing, the County is holding 333 vacant
positions that are in the personnel complement.

Beginning in 2008, the County implemented a hiring freeze that impacted nearly all departments. This action
was important to budget balancing efforts from FY10 to FY14 as the complement decreased from 4,000 to



3,927. As such, this indicator dropped from 13.1 to 12.1. In FY18, in response to new facilities and service
demands, the complement increased 67 positions, causing an uptick in the indicator to 12.2. This indicator
remained steady at 12.2 as the complement increased 67 positions for a total of 4,133 positions but was met
with similar growth in population which accounts for this indicator remaining flat.

The number of Police positions has steadily increased during this time period due to a five-year plan of promised
increases to patrol personnel and additional positions for the new radio system. Fire’s increases were due to a
three-year commitment to hire additional firefighters for extra coverage and positions for the Kain Road
Firehouse (Fire Station #19)

As the local economy improves and demands for services increase, new positions will be needed to meet the
community’s needs. However, the addition of a new position requires an extensive analysis and justification.
Further, if a position is no longer required for a service, then that position will be reallocated within the County
where it can be utilized to minimize the need for new positions. With these practices in place, no warning trend
is noted for this indicator.




WARNING TREND: Increasing fringe benefit expenditures as a percentage of salaries and wages.
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Fringe Benefits:

The fringe benefits measured on this indicator are: FICA Taxes, Payments to the Virginia Retirement System
(VRS), Health Insurance, VRS Group Life Insurance, Unemployment costs and Worker’s Compensation. The cost
of these benefits is divided by the cost of salaries and wages paid in these years to obtain the percentages
depicted on this chart. Charting these costs is valuable as they can inadvertently escalate and place a financial
strain on a locality.

Trends:

The fringe benefits ratio has averaged 34.8 percent between FY09 and FY19. The high point reflected in this
time frame is FY19, which measured 36.6 percent. The trend for this indicator reflects significant annual
increases in the prior eleven fiscal years, and this trend is anticipated to continue.

Three years in the eleven years examined reflect net declines in this indicator — FY10, FY13, and FY16. In FY10,
fringe benefits as a percent of salaries fell to 32.8 percent; however, this statistic is extremely misleading as
healthcare costs increased, and all other fringe benefit rates remained consistent with FY09. The reason for
this reduction is the result of a budget savings measure at the State level by the General Assembly in which the
State deferred its fourth quarter VRS payment to the following fiscal year, which eliminated the fourth quarter
employer share of the VRS payment for teachers across all localities. Further, in FY11, the General Assembly
lowered the VRS teacher employer rate from 9.85 percent to 3.93 percent as a budget balancing decision.
However, the General Government VRS rate increased, in addition to all other fringe benefit rates, and the
fringe benefits ratio increased to 33.0 percent. The full-year impact of the VRS rate increase from FY11 can be
seen in FY12, as the indicator sharply increased to 34.5 percent. In FY15, the ratio increased to 36.0 percent,
before dropping slightly to 35.8 percent in both FY16 and FY17. In FY19 the measure hit a high point of 36.6
percent due to continued growth in the County’s cost for employee healthcare premiums.



The reduction in this indicator in FY13 was misleading as the General Assembly, as part of a series of reforms to
increase the funding status of VRS and mitigate future cost increases exacerbated by the budget actions of the
General Assembly in FY10 and FY11, forced localities to provide a 5.0 percent salary increase to its employees
in exchange for the employees paying 5.0 percent of their respective salary into VRS — a portion that localities,
including Henrico, had provided as a benefit to employees. While this action helped to reduce this indicator, it
did so at a net cost increase of just under $6.0 million to the County’s taxpayers while resulting in a net pay
reduction to employees as they had to pay additional FICA taxes on the higher salary.

In looking at health care costs, the County’s cost for providing health care per employee in FY09 was $5,651. By
FY19, this cost had increased to a blended rate of $8,133 per employee, or a change of 43.9 percent. While the
County cannot influence national trends regarding the cost of health care insurance, Henrico has taken a very
aggressive approach in cost-containment by transitioning health care to a self-insurance program, which went
into effect January 1, 2008. Prior to this transition, the County’s health care program operated as a fully insured
program, which, in exchange for the payment of a premium, an insurance company assumed all risk,
administered the program, and paid all claims. With the transition to a self-insured program, the County pays
claims and third party administrative fees. Self-insurance allows the County to more fully control all aspects of
the plan, including setting rates to smooth out the impact of increases on employees and the County, while
maintaining adequate funding to cover claims, expenses, and services. This approach has also allowed Henrico
to maintain excellent benefits provided to its employees, as healthcare premiums remain among the lowest
cost of any local government in the Richmond Metro area. The County will also continue to monitor any federal
actions that impact the health care industry as they will certainly affect this benefit provided to the County’s
employees.

The second cost that is outside of the County’s control is the cost of Virginia Retirement System (VRS) and life
insurance benefits. The past sixteen Trends documents have noted a concern regarding the rising costs related
to VRS benefits. The concern is principally focused on one-time budget balancing actions of the Virginia General
Assembly that reduce a State contribution rate for a finite period of time (to reduce immediate costs) and in
later years, increase contribution rates as a result of segments of the system that are “under-funded.” An
example of the impact of these past actions occurred in the FY13 budget, where the VRS employer rate for
teachers increased by 84.2 percent in one year.

In its 2010-2012 Biennial Budget, the General Assembly withheld $620 million in VRS payments to balance its
budget, an action that resulted in higher VRS rate increases due to the need to repay these funds. In fact, the
VRS teacher rates for FY13 reflected an increase of 1.43 percent of salaries (a cost of $4.1 million in and of itself)
specifically tied to the repayment of this deferred payment, which will be applied to local VRS rates for the next
ten years. This decision, coupled with an estimated unfunded liability approaching $20 billion, sparked
increased interest from the General Assembly and the Governor regarding long-term “fixes” to VRS. For
example, in FY12, the General Assembly approved a mandated 5.0 percent employee contribution for all State
employees and encouraged localities to follow suit.

In 2012, the General Assembly mandated that all non-Public Safety employees that are not vested (those with
less than five years) in VRS as of January 1, 2013, and all new employees hired after January 1, 2014, be placed
into a “hybrid” retirement plan, consisting of both a defined benefit and defined contribution plan. The defined
contribution component requires an employer match. Implementation of the hybrid retirement plan should
mitigate cost increases slightly for several years. Further, the VRS Board now requires 100 percent funding by
the General Assembly.

An additional cost that impacts this indicator is the VRS Life Insurance benefit for employees. This benefit was
not funded by the State between FY02 and FY06 (and therefore — the County could not fund the local required
amount). In FYO7, the State re-instituted payment requirements, and in FY11 reduced the rate from 0.79



percent to 0.28 percent to reduce expenditures. As a result of this significant reduction, the 2012 General
Assembly increased the VRS Life rate from 0.28 percent to 1.19 percent of salaries, a one-year increase of 425.0
percent. In FY15, VRS life was again increased to 1.33 percent of salaries, which was an 11.76 percent increase.

Having gone from 33.1 percent in FY09 to 36.6 percent in FY19, the long-term trend in this indicator is upward
and prospects for the future remain negative. The two principal reasons for the increase are health care and
Virginia Retirement System costs, both of which fall largely outside of the direct control of the County. As such,
a warning trend for this indicator continues.




WARNING TREND: Decreasing amount of General Fund operating surpluses as a percentage of net operating
revenues.
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Operating Surpluses:

An operating surplus occurs when current revenues exceed current expenditures. If the reverse is true, it means
that at least during the current year, the locality is spending more than it receives. This can occur because of
an emergency such as a natural catastrophe that requires a large immediate outlay. It can also occur as a result
of a conscious policy to use surplus fund balances that have accumulated over the years. The existence of an
operating deficit in any one-year may not be cause for concern, but frequent occurrences may indicate that
current revenues are not supporting current expenditures and serious problems may lie ahead.

Trends:

The County of Henrico has produced an operating surplus for each of the eleven years presented. In FY09,
the surplus was at 5.0 percent. As seen on the chart above, throughout the economic downturn, beginning in
FY08 and continuing through FY13, the County’s annual operating surplus consistently declined. In FY10 and
FY11, the County achieved operating surpluses of 1.6 percent and 1.2 percent, respectively due to the County
experiencing the effects of the worse recessionary economic environment since the Great Depression.
Considering the environment in which these surpluses were achieved, and that it was accomplished without
raising taxes, laying off employees, or cutting service levels, the operating surpluses in these two fiscal years is
considered in a very positive light. However, as the economy continued to struggle the County continued to
face fixed cost increases making the ability to close budget gaps more and more challenging. This is reflected
in the FY12 operating surplus of only $535,000, or 0.1 percent of net operating revenues as well as the FY13
operating surplus of $336,000.

With the first moderate signs of recovery in the local economy, particularly real estate, and increases in State
Aid, a $17.0 million operating surplus was realized in FY14. This was the first increase in operating surplus as a
percentage of net operating revenues since FYO7. In FY15, the operating surplus doubled to $34.2 million as a



result of fiscal structure added back to the budget baseline that fiscal year. From FY17 to FY19 the trend
continued upward, and the operating surplus grew annually from $69.1 million in FY17 to $82.7 million in FY19.
With conservative revenue estimates for the FY20 and FY21 budgets, these two fiscal years should yield
operating surpluses as well. This, in combination with moderate economic growth, should yield surpluses in
future fiscal years. As such, no warning trend is warranted for this indicator.




WARNING TREND: Consistent enterprise losses.
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Enterprise Losses:

Enterprise losses are a highly visible type of operating deficit. They show potential problems because enterprise
operations are expected to function as a "for profit" entity as opposed to a governmental "not for profit" entity.
Managers of an enterprise program may raise rates and find that revenues actually decrease because users
reduce their use of the service. Enterprises are typically subject to the laws of supply and demand; therefore,
operating deficits are distinct indicators of emerging problems. On the graph above, the negative numbers on
the scale represent operating losses. It should be noted that depreciation expenses are included in this analysis.

During the eleven-year period shown, Henrico County's enterprise operations have included Water and Sewer
services, and the Belmont Golf Course.

Trends:

After a four-year trend of negative results from FY09 to FY12, the overall trend for FY13-FY15 shown above
reflected positive results. FY16 trend showed the first Enterprise loss in four years but was followed in FY17
through FY19 by the three largest years of profit for the entire eleven-year examined period. The Water and
Sewer Fund consistently makes up more than 90.0 percent of the total net income or loss reported in the
Enterprise Fund.

There are several factors impacting this indicator during this time frame. From FY09 through FY10, operating
expenditure growth outpaced revenue growth in each fiscal year, mostly a result of the downturn in the
economy which impacted revenue growth. As can be seen in the chart above, FY09 through FY12 all reflect
operating revenues that were insufficient to cover operating expenditures. This is not indicating that the Water
and Sewer Fund did not make an overall “profit” in these fiscal years. However, it does indicate that operating
requirements from FY09 through FY12 required the use of revenue sources that are generally associated with
infrastructure, not operations, such as water and sewer connection fees. FY13 saw a return to “profitability.”
This was the result of a 2.0 percent increase in revenues collected as well as a 0.7 percent decrease in



expenditures. The Enterprise Fund maintained a lesser amount of “profitability” in FY14 and FY15. It should be
noted that depreciation expenditures are included in this analysis, which are simply accounting entries and do
not impact cash flow. To give insight into the impact of depreciation expenses on this indicator, the
depreciation expense (unadjusted) for the Water and Sewer Fund in FY11, the lowest level of this indicator in
the eleven years examined, totaled $28.4 million. Excluding depreciation expenditures, this indicator would
reflect operating profits for all fiscal years examined in this analysis.

Even with its operating “losses” posted in the four fiscal years from FY09 to FY12, during this entire eleven-year
period the Water and Sewer Fund generated sufficient net revenues each year to exceed the coverage
requirements under its Revenue Bond covenants. As a result of the consistent financial results experienced by
the Water and Sewer Fund, Fitch IBCA awarded Henrico County an “AAA” rating in 2001. In 2008, Standard &
Poor’s upgraded its rating to an “AAA” as well. In FY16, Fitch changed Henrico County’s rating from “AAA
Negative Outlook” to “AAA with a Stable Outlook”. In the summer of 2019, Henrico County’s Water and Sewer
Fund received a “Aaa” rating from Moody’s Investor Service. To achieve one “AAA” bond rating is rare for bonds
issued by local utility departments, and Henrico County’s Water & Sewer Fund has three. This change in
designation was due to the strong financial health of the system and the increases in the financial metrics. As
such, no warning trend is warranted for the Water and Sewer Fund.

The Enterprise Fund’s operating results also reflects the financial performance of the Belmont Golf Course.
From FY02 to FY07, the Belmont Golf Course reported net operating losses of varying amounts. These losses
were due to several factors. Rounds of play for each of these fiscal years were less than FY99 due to an increase
in the number of golf courses in the area. Additionally, expenditures to correct turf damage and capital
improvements were incurred in each of these years.

In FY08, the Belmont Golf Course posted its first positive operating result since FY99. In that fiscal year, the
course implemented several business model changes that promoted finding efficiencies in its operations to
allow for reduced expenditures and the ability to maximize revenues from every source. Despite the operating
“profit” in FY0S8, the FY08 Trends document noted the following observation:

“The current economic environment will likely take its toll on Belmont Golf Course and hinder revenue growth in
the near future.”

Through the trend history indicated above, Belmont Golf Course experienced consecutive declines in the
number of rounds of play except In FY12, FY15, FY19. Belmont Golf Course was close to achieve profitability in
FY15 due to cost reductions at the golf course and slight green fee and cart increases. The overall trend is of
decreasing number of rounds of play.

In January 2020, the County entered into an agreement with Richmond First Tee for the nonprofit organization
to assume operations of the Belmont Golf Course. The course will be closed for renovations and will reopen
once they are complete. As the lease will relieve the County of the operating costs of this facility, a warning
trend for the Golf Course is no longer warranted.




WARNING TREND: Declining unassigned General Fund Balance as a percentage of net operating revenues.
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General Fund Unassigned Balance:

The level of a locality's unassigned fund balance may determine its ability to withstand unexpected financial
emergencies, which may result from natural disasters, revenue shortfalls, or steep rises in inflation. It also may
determine a locality's ability to accumulate funds for large-scale one-time purchases without having to incur
debt. Note: This historical depiction is reflected differently than the percentages typically referred to in the
Annual Fiscal Plan as “net operating revenues.” In the Trends document, this includes the General, Special
Revenue and Debt Service Funds. As such, the percentage reflected on this page is lower than what is reflected
in the Annual Fiscal Plan, which reflects the General Fund Unassigned balance as a percentage of General Fund
expenditures.

Trends:

Henrico Countys unassigned General Fund balance as a percentage of net operating revenues remained
relatively static from FY09, when it was 13.9 percent, to FY11, where it was 14.2 percent before dropping each
year until FY17, when it dropped to 11.0 percent. The percentage rebounded modestly in FY18, rising to 11.1
percent where it remains stable at 11.0 percent in FY19. It should be noted that overall General Fund balance
increased $25.9 million in FY18 and another $2.0 million in FY19.

As noted above, the depiction of this indicator in the Trends document is different than the indicator reflected
in the Annual Fiscal Plan. In FY06, the Board of Supervisors agreed with a policy recommendation to maintain
the County’s unassigned fund balance at a level of 18.0 percent of General Fund expenditures (again, different
than the indicator reflected in this document). Effective June 30, 2012 (FY12), as part of the County’s FY13
budget balancing efforts, a policy change was recommended to the Board to reduce the amount of unassigned
fund balance maintained to 15.0 percent of General Fund expenditures in an effort to “free up” cash reserves
to fund vehicle replacement in the capital budget.



It is of great significance that the County’s overall unassigned fund balance grew by 8.3 percent from FY07 to
FY11, amidst the worst economic environment since the Great Depression. Again, the decline in FY12 is
associated with the County’s policy change regarding unassigned fund balance while the decline in FY13 is the
result of a drop in unassigned fund balance. FY14, through FY17 reflected unassigned fund balance increases
ranging from 1.1 percent, to 2.9 percent, FY18 saw robust growth of 4.5 percent, and FY19 1.0 percent. It is
important to again note that this depiction of General Fund balance is completely different from those referred
to in the Annual Fiscal Plan, as “net operating revenues” in this indicator includes the General, Special Revenue,
and Debt Service Funds. In the Annual Fiscal Plan, net operating revenues typically refer to just General Fund
revenues.

Overall, the County’s Unassigned General Fund Balance reflects a positive trend since FY08 that places Henrico
in a desirable position for a local government. Henrico County has long held AAA bond ratings by all three bond
rating agencies. The maintenance of a healthy fund balance is a critical component examined by rating agencies
when assigning bond ratings. Henrico has a long history of maintaining a healthy unassigned General Fund
balance and will continue to use prudence in safeguarding this resource.

As a result of the recession and correlated struggling revenue growth, in combination with consistent fixed cost
increases, the County was forced to cut expenditures and become more aggressive in its revenue estimates.
This effort was necessary to avoid tax rate increases, service delivery reductions, and layoffs. However, overall
fund balance — both assigned and unassigned — declined four consecutive fiscal years by a total of 21.8 percent
from FY10 to FY13. This is not necessarily reflected in this indicator, as assigned fund balance levels are not
considered in this analysis. Assigned fund balance is important as there are several critical annual
appropriations that are made from these balances, including appropriations from the Risk Management Self-
Insurance Reserve and funding for specific pay-as-you-go capital projects. Though the intent of a number of
these balances are for one-time purposes, annual appropriations of reserves from some of these “buckets”
require additional funds to build the reserves back up for the following fiscal year. With unassigned fund
balance levels currently calculated as a percentage of General Fund expenditures, when overall fund balance
declines, the assigned fund balance levels are impacted on a greater scale.

With the County’s revenue picture becoming more positive over the past five fiscal years, unassigned and
overall fund balance levels have improved. However, net operating revenues have had greater growth in
comparison to the unassigned fund balance. The County decided to utilize this growth in the net operating
revenues to strengthen the Risk Management fund by adding current revenues to its operating budget, fund
the vehicle replacement funds for Police, Fire, and Schools with current revenues, and fund the Technology
Replacement Fund again with current revenues after years of utilizing only reserves. These decisions justify the
slight decreases in this indicator for FY15 and forward. In review of the current fiscal year there is a great
indication that the operating revenue will continue to grow, which verifies that these funding decisions are
sustainable which is represented by this indicator remaining around the 11% mark. As such, no warning trend
is warranted for this indicator.




WARNING TREND: Decreasing amount of cash and short-term investments as a percentage of current liabilities.
Liquidity
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Liquidity:

A good measure of a locality's short-run financial condition is its cash position. "Cash position" includes cash
on hand and in the bank, as well as other assets that can be easily converted to cash, such as short-term
investments. The level of this type of cash is referred to as liquidity. It measures a locality's ability to pay its
short-term obligations.

Short-term obligations include accounts payable, the principal portion of long-term debt and other liabilities
due within one year of the balance sheet date. The effect of insufficient liquidity is the inability to pay bills or
insolvency. Declining liquidity may indicate that a locality has overextended itself.

Trends:
A liquidity ratio of greater than 1:1 (more than 100 percent) is referred to as a "current account surplus."
Henrico County has been successful in achieving a current account surplus for the eleven-year period shown.

In FY10 this indicator increased to 339.4 percent which was an overall decline in current liabilities. and in FY11,
the indicator dropped slightly to 335.4 percent. In FY12, the indicator dropped significantly to 288.2 percent,
mostly due to the large debt issuance in that fiscal year, as the County combined two planned General
Obligation debt issues into one as a result of the attractive interest rates at the time. This debt issuance finalized
the County’s March 2005 General Obligation Bond Referendum. Over the most recent six fiscal years, FY13 to
FY18, this indicator averaged 286.1 percent, with FY18 being 320.0 percent, the highest level since FY11. This
value has since slightly decreased to 316.5 percent in FY19 due to the implementation of the 2016 Bond
Referendum approved in Henrico County. The November 2016 Bond Referendum identified 26 projects that
would be funder over six years. These includes projects for schools, parks, libraries, fire stations and facilities,
and roads. These bonds will increase debt levels but are intended to remain less than in FY12. More recently
Henrico has obtained Water and Sewer Bonds as well as School Bonds to begin working on these corresponding
projects. Instead of increasing liquidity, the County’s position has remained flat and above 300 percent in the



last 2 fiscal years.

Over the past eleven years, the County has maintained an average liquidity ratio of 2.94:1, which is almost triple
the defined “current account surplus” above. The low point in this indicator of 2.32:1 was experienced in FY09.
By performing annual debt capacity reviews, compiling a five-year Capital Improvement Program that
encompasses all funds, and by ensuring that those capital projects that obtain funding are appropriately cross-
walked to the annual operating budget, the County of Henrico will not incur liabilities at a rate that cannot be
supported within established resources. Based on the upward and stabilizing path of this trend, no warning is
warranted for this indicator.




WARNING TREND: Increasing current liabilities at end of year as a percentage of net operating revenues.

Current Liabilities
(as a % of Net Operating Revenues)

Current Liabilities
Net Operating Revenues

20%

16%

12%

8%

4%

0% I [ I I I I I I I I
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Current Liabilities:

Current liabilities include short-term debt, the current principal portion of long-term debt, accounts payable
and other current liabilities due within one year of the balance sheet date. A major component of current
liabilities may be short-term debt in the form of tax or bond anticipation notes. Although the use of short-term
borrowing is an acceptable way to handle erratic flows of revenues, an increasing amount of short-term debt
outstanding at the end of successive years can indicate liquidity problems, deficit spending, or both.

Trends:

In the eleven-year trend depicted above, the indicator has ranged from a high of 13.8 percent in FY09 to a low
of 9.7 percent in FY10. Over the past eleven years the indicator has been, on average, 10.8 percent. The decline
from FY14 to FY19 has been the result of year-end balances of accounts payable and other current liabilities.

In November 2000, the voters approved a $237.0 million G.O. Bond Referendum. In March of 2005, the voters
approved a $349.3 million G.0. Bond Referendum. Both referenda included School, Fire, Roadway, Public
Library, and Recreation and Parks projects. The County of Henrico chose to phase in this debt over a seven-
year time frame. By taking this approach, the County has been able to pay required debt service costs and
ancillary operating expenses without negatively impacting its operating budget and this indicator is reflective
of that planning.

In November 2016, the voters approved a $419.8 million G.O. Bond Referendum. This referendum also included
projects for Schools, Fire, Roadway, Public Library and Recreation and Parks. The plan developed will issue this
debt over a six-year time period and the debt service is projected to be covered with current revenues — those
that are freed up due to paying off debt obligations or revenues not currently appropriated.



For this eleven-year period, this ratio has been between 8.9 percent and 13.8 percent of net operating revenues.
The fact that the County has not experienced significant annual changes in this indicator, excluding the
misleading increase in FYQ9, is reflective of the County's continuation of conservative financial management.
Also, this consistency is reflective of the County's prudent debt management practices, and successful long-term
planning for infrastructure improvements. This indicator is very much aligned with the next two indicators: 1)
long-term debt as a percentage of assessed valuation and 2) debt service as a percentage of net operating
revenues. For these reasons, no warning trend is noted.




WARNING TREND: Increasing amount of net direct long-term debt as a percentage of assessed valuation of real
property.
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Long-Term Debt:

A locality's ability to repay its debt is determined by comparing net direct long-term debt to assessed valuations.
Net direct long-term debt is direct debt minus self-supporting debt such as revenue bonds or special assessment
bonds, which have a repayment source separate from general tax revenues. Anincrease in net direct long-term
debt as a percentage of real property valuation can indicate that a locality's ability to repay its obligations is
diminishing.

Trends:

As seen above, Henrico County’s percentage of net long-term debt to real property valuations has remained
relatively stable. During the eleven-year period shown above, the long-term debt indicator reached a high point
of 1.7 percent in FY12 due to the County combining two years of planned debt issuances into one, while
experiencing declining real property valuations. The combined issuance in FY12 completed the County’s March
2005 General Obligation Bond Referendum. The FY15 through FY19 indicators are the lowest in this 11-year
analysis maintaining a percentage between 1.3 and 1.1.

In FY10, this indicator remained constant at 1.4 percent; however, this statistic is slightly misleading as the
County deferred its schedule bond issuance that year — and is solely due to an unprecedented drop in the
County’s real estate tax base. In fact, net long-term debt dropped 8.5 percent that fiscal year. In FY11, the
indicator grew to 1.6 percent as the debt that was deferred in FY10 was issued, in the amount of $72.2 million,
and real estate values declined yet again. For FY13 and FY14, no new debt was issued. Since its peak, this
indicator has fallen back to 1.1 percent for FY18. For FY16, it is important to note that outstanding debt
reflected a net decrease of $5.3 million as a result of the County issuing $34.0 million in Lease/Revenue Bonds
to fund the County’s share of the regional 800 MHz Public Safety Communication System. In FY17, this indicator
experienced a slight increase in long-term debt due to the first issuance of bonds related to the 2016 Bond
Referendum which has since decreased to 1.2 percent in FY19.



As stated in the section “Current Liabilities”, in November 2016 the voters overwhelmingly approved a $419.8
million G.0. Bond Referendum to fund significant capital infrastructure projects for Schools, Fire, Roadway,
Public Library and Recreation and Parks. Before the County put forward this plan, a debt affordability analysis
was conducted to ensure the County’s ability to repay the proposed debt that will be issued over a six-year
period. It should be noted that for the debt affordability analysis for the referendum (and for any new debt
issue the County undertakes) personal property is added to real property when determining “long-term debt
as a percent of total assessed value.” Adding the assessed value of personal property to real property lowers
the percentage slightly, but this is the current methodology utilized by the Bond Rating Agencies for Virginia
localities. The debt affordability analysis also includes calculations for debt service as a percentage of General
Fund expenditures, which is used by the Bond Rating Agencies to determine a locality’s ability to issue debt. The
analysis verified the affordability of the debt issuance plan put forward to the voters. No long-term warning
trend is noted at this time, though this trend will be closely watched.




WARNING TREND: Increasing amount of net direct debt service as a percentage of net operating revenues.
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Debt Service:

Debt service is the amount of principal and interest that a locality must pay each year on net direct long-term
debt, plus the interest it must pay on direct short-term debt. As debt service increases, it adds to a locality's
obligations and reduces the locality's expenditure flexibility.

Debt service can be a major part of a locality's fixed costs, and its increase can indicate excessive debt and fiscal
strain. If debt service on net direct debt exceeds 20.0 percent of operating revenues, it is considered a potential
problem. Below 10.0 percent is the rate preferred by bond rating agencies. It should be noted that “net
operating revenues” used in this indicator include the General, Special Revenue and Debt Service Funds. Debt
service for this indicator includes principal and interest payments for General Obligation bonds, Virginia Public
School Authority (VPSA) debt, Literary Loan debt, and Lease Revenue bonds including the Regional Jail and the
Public Safety Communication System. The indicator does not include Enterprise Fund debt.

Trends:

As shown in the graph above, the debt service percentage reached the high point of 6.3 percent in FY13 with
the low point of 4.9 percent in FY18. It is important to note that in this eleven-year time period, this indicator
has fluctuated within a narrow range. The indicator average over the 11-year period remains 5.5 percent.

This indicator will trigger a warning if the increase in debt service consistently exceeds the increase in net
operating revenues. The issuance of debt normally results in a slight increase in this indicator, because in the
year following the issuance of debt, the amount of debt service generally grows at a faster rate than operating
revenues, however the consistency reflected above is indicative of the meticulous analysis that is performed
before any debt issue is undertaken.

In FY09, the County issued $44.4 million in VPSA Bonds for several Schools projects approved on the March
2005 referendum that required additional funding due to unanticipated increases in construction costs. The



County delayed by one year the sale of $77.5 million in new debt originally scheduled for FY10 as a result of the
economic downturn and its impact on revenue streams. In FY11 this G.O. debt was issued, in the amount of
$72.2 million. In FY12, the final $66.1 million in new debt associated with the March 2005 G.O. Bond
Referendum was issued.

In November 2016, the voters overwhelmingly approved a $419.8 million G.O. Bond Referendum. This
referendum included projects for Schools, Fire, Roadway, Public Library and Recreation and Parks. In FY17, the
first debt issuance for the approved Bond Referendum totaled $114.6 million. This was alongside a refunding
of bonds that were originally issued in 2010 and 2011. In FY19, the County issued $108,000,000 in bonds to
capture low interest rates that, at that time, were believed to increase as the Federal fund rate would increase
over the next year. In FY20, as rates for municipal debt decreased over the prior year, the County issued
$123,274,308. The remaining bonds, including authorization from premium bonds issued in the first three
issues, are projected to be issued in the late summer/early fall of 2021.

There are important differences between this indicator and the “Long-Term Debt” indicator. The “Debt Service”
indicator reflects the amount of principal and interest the County pays annually on its long-term debt as a
percentage of operating revenues. The “Long-Term Debt” indicator reflects the County’s total outstanding debt
as a percentage of assessed real estate valuation. The “Long-Term Debt” indicator graph reflects a sharp uptick
in FYO9 due to the large amount of debt issued in that fiscal year. However, that spike is not evident in the
“Debt Service” indicator chart. This is due to the County’s two bond refunding’s in FY09 that achieved
substantial debt service savings. The realized savings were mostly allocated in FY09 through FY11 to help the
County offset anticipated revenue reductions as a result. It should be noted that the County has taken part in
several additional bond refundings since 2009 that have generated ongoing significant savings.

In FY10, the “Debt Service” indicator increased to 5.8 percent despite debt service savings attributed to the
bond refundings and not issuing any new long-term debt during that fiscal year. The reason for this increase is
twofold. First, debt service costs increased from the previous year due to the first full-year payment of the
2008 VPSA issue. The FY09 debt service payment associated with this issue was only for six months of interest.
Second, significant declines in State aid and real estate tax revenue in FY10 yielded a significant reduction in
net operating revenues.

In FY11, the County issued $72.2 million in new debt, but the first principal payment wasn’t due until FY12, and
only six months of interest was due in FY11, which resulted in a reduction of $4.0 million in debt service
payments when compared to FY10. In FY12, $66.1 million in new debt was issued. Although operating revenues
experienced a slight increase, the Debt Service indicator increased to 5.8 percent. In FY13, this indicator
reached its peak at 6.0 percent as debt service expenses increased at a faster rate (10.1 percent) than net
operating revenues (1.5 percent). As with the “Long-Term Debt” indicator, no long-term warning trend is noted
at this time. But as debt is scheduled to be issued over the next six years, this indicator will be an important
part of the debt affordability analysis conducted outside of the Trends document to assure the County’s ability
to afford new debt.

It should be emphasized that this indicator is different than a similar measure included in the annual debt
affordability analysis — which is “debt service as a percentage of General Fund Expenditures.” However, this
examination in the Trends document does cross-verify the results of the debt affordability analysis.



WARNING TREND: Increasing days of unused vacation leave per municipal employee.
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Accumulated Vacation Leave:

Localities usually allow their employees to accumulate some portion of unused vacation, which may be paid at
termination or retirement. This expenditure is rarely funded while it is being accumulated although the costs of
the benefit are covered through normal attrition. This is because of the fact that when an employee with many
years of service is replaced, that employee is typically replaced with an employee with fewer or no years of
service. The salary differential on a global basis is sufficient to pay for this benefit in any given fiscal year. While
there is no fiscal impact that arises from this indicator, its inclusion is useful in depicting the overall vacation
leave balances of the General Government workforce. Finally, it needs to be noted that vacation leave balances
not utilized by the beginning of the new fiscal year are readjusted downward (that is, time is “lost”).

Trends:

In terms of the overall trend, the accumulated vacation leave indicator has averaged 25.5 days during the
eleven-year period. What can be seen throughout this time period is stability in this indicator as it has ranged
from a low of 24.5 days in FY0S8 to the high point of 26.5 days in FY15.

FY10 saw an increase to 26.0 days of accumulated vacation leave per employee, mostly a result of the reduction
in the hiring of new General Government employees in that fiscal year. To assist in balancing the FY11 budget
to significantly reduced revenues, the County eliminated 101 vacant General Government positions. In FY11,
the indicator dropped to 24.7, mostly due to the County’s hiring freeze yielding well over 200 positions
throughout much of the fiscal year. In other words, while the positions were being counted in the General
Government complement, there were no vacation days associated with them as they were unfilled. The
indicator rose slightly to 25.0 in FY12 and remained relatively flat at 25.1 in FY13. In FY14, this indicator
increased slightly to 25.8. In FY15, this indicator reached the highest point in the time period represented,
increasing to 26.5 before decreasing in each of the next three fiscal years to its current level of 25.2 In the entire



eleven-year period, this indicator has fluctuated within a range of 2.0 days.

The overall slight upward movement since FY0S8 is also reflective of the County’s workforce, as employees with
more seniority earn more hours of vacation leave than less senior employees. Henrico County's vacation leave
indicator will generally increase as the average length of employment of County employees’ increases. If the
decline of the past FY16-FY18 years continued, this will be indicative of the workforce becoming younger and
less tenured. The value rose slightly in FY19 to 25.4 days. This indicator will be closely watched as a stabilizing
value would indicate a consistent mix of tenured and new workers.

The most recent information suggests the County has a workforce whose average age is 44.0. The average
County employee has been with the County for eleven and a half years (Source: Human Resources
Department). No warning trend is noted for this indicator.




WARNING TREND: A decline in capital outlay in operating funds as a percentage of net operating expenditures.
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Level of Capital Outlay:

Capital outlay includes expenditures for equipment in the operating budget, such as vehicles or computers. It
normally includes equipment that will last longer than one year. Capital outlay does not include capital
improvement expenditures for construction of capital facilities such as streets, buildings, fire stations, or
schools.

The purpose of capital outlay in the operating budget is to replace worn equipment or add new equipment.
The level of capital outlay is a rough indicator of whether or not the stock of equipment is being maintained in
good condition. However, this indicator does not reflect the cost of routine maintenance and repair. If this
indicator is declining in the short run of one to three years, it could mean that a locality's needs have temporarily
been satisfied, because most equipment lasts more than one year. If the decline persists over three or more
years, it can be an indication that capital outlay needs are being deferred, resulting in the use of obsolete and
inefficient equipment and the creation of a future unfunded liability.

Trends:

The FY2017 Trends document was redefined to include capital outlay associated with the Central Automotive
Maintenance Fund, the Technology Replacement Fund, and the Vehicle Replacement Fund to more accurately
reflect capital expenditures. The eleven-year trend for this indicator depicts a narrow range between 2.5
percent and 3.6 percent, which is indicative of the consistency of meeting capital outlay requirements. A sharp
drop in the measure, from 3.3 percent in 2013 to 2.5 percent in FY2014, was bookended by a return to 3.3
percent in FY2015. The 11-year average for this indicator is 3.3 percent. The one-year aberration in FY14 was
the result of departmental budget balancing maneuvers.

The Vehicle Replacement Fund, as noted earlier, was created in the FY13 budget as a budget reduction measure
by reducing the unassigned General Fund balance level from 18 percent to 15 percent and assigning that



difference to purchase Police vehicles, Fire apparatus, and school buses. Beginning in FY15, Police vehicles and
Fire apparatus purchases remained in the Vehicle Replacement Fund but were funded with current General
Fund revenues. The decision was made to keep these expenses in a separate fund within the Capital Project
series of funds to allow for the carry-forward of unspent appropriations from one year to the next. This is
particularly helpful with the acquisition of Fire apparatus as there are significant price fluctuations based on
what types of equipment are scheduled to be replaced. In FY16, $1.0 million was added to the Vehicle
Replacement Fund as the start of a multi-year effort to fund school bus replacements with current revenues.
This funding was increased to $2.0 million in the FY17 budget, $2.5 million in the FY18 budget, $3.0 million in
the FY19 budget, and $4.0 million in the FY20 budget.

The Central Automotive Maintenance (CAM) fund purchases and maintains vehicles for many of the County’s
agencies. CAM budgets for the replacement of vehicles for all other departments on an annual basis. In FY19,
CAM spent $2.9 million on the replacement of vehicles and other equipment.

The Technology Replacement Fund is an internal service fund for the purchase of computers, laptops, and other
pieces of technology necessary for County employees to efficiently do their jobs while avoiding the budget
swings created by one-time purchases. This fund was created in FYO1 and was funded by eligible departments
adding 1/3 of the costs of their equipment to a ‘Technology Replacement’ line item within the department’s
budget. These line items would be utilized as revenues to support the purchases from the Technology
Replacement Fund. Over time as computer equipment became cheaper and started lasting longer, a fund
balance was developed for the Technology Replacement Fund. During the economic downturn, this fund
balance was utilized to offset the loss of revenues in the General Fund. In FY13, department contributions were
eliminated and all expenses in the Technology Replacement Fund were supported by the balance of the fund.
The FY15 budget included a transfer of $1.0 million of ongoing revenues to reduce the use of the Technology
Replacement Fund balance. Subsequent budgets have gradually added ongoing revenues in support of this
fund’s operations. The FY2020 budget assigned $2.75 million of General Fund support for the $2.8 million in
planned expenditures.

The recent restatement of this indicator to include the other funds supported by General Fund revenues shows
a more accurate reflection of the level of capital outlay expenses within General Government. It also shows a
more consistent level of expenditure, indicative of the County’s efforts to make sure a) employees have the
right equipment to do their job, and b) County infrastructure is updated and maintained on a regular basis. As
major steps have been made in executing a plan to fully fund programs to replace school busses, fire apparatus
and technology equipment, and the overall percentage of funding for capital outlay remains at historical levels,
no warning trend is noted for this indicator.




WARNING TREND: Decreasing amount of depreciation expense as a percentage of total depreciable fixed assets for
Enterprise Funds and Internal Service Funds.
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Depreciation:

Depreciation is the mechanism by which a cost is associated with the use of a fixed asset over its estimated
useful life. Depreciation is recorded only in the Enterprise and Internal Service Funds. Total depreciation
expense typically remains a relatively stable proportion of the cost of the entity's fixed assets. The reason is
that older assets, which are fully depreciated, are usually removed from service and newer assets take their
place. If depreciation expenses start to decline as a proportion of the fixed asset cost, the assets on hand are
probably being used beyond their estimated useful life.

Trends:

The chart above reflects two overall trends. First, with the implementation of GASB 34 in FY02, a change was
required in the length of depreciation for Utilities infrastructure. The change increased the time for
depreciating many of these assets and is based on an industry standard. (GASB 34 required standardization in
many areas that encompass fixed assets of localities and one of the changes actually increased the term of
depreciation for certain assets). Concurrent with this, the value of fixed assets arising from the Countys Water
Treatment Plant resulted in an increase in County “assets” of nearly $92.0 million over a two-year period,
although that increase was really of a one-time nature. Throughout the FY09 to FY19 time period, depreciation
expenditures as a percentage of depreciable fixed assets have been consistent at either 2.7 percent or 2.8
percent.

What this graph shows clearly, is that with the standardization in the recordation of fixed assets that is the
result of GASB 34, this indicator now reflects a higher level than was noted in the 1990’s. This result was
anticipated as assets of the Enterprise Fund continue to increase in value as the number of customers and the
assets of the system continue to increase.



The consistency of this trend suggests that the County’s depreciable assets are not currently being used past
their depreciable useful life.

No warning trend is noted for this indicator.




WARNING TREND: A decreasing growth rate or a sudden increase in population.
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Population:

Empirical evidence indicates that changes in population can have a direct effect on a locality's revenue because
of the impact upon related issues, such as employment, income, and property value. A sudden increase in
population can create immediate pressures for new capital outlays for infrastructure and for higher levels of
service, particularly in the areas of Education, Public Safety and Public Works.

A locality faced with a declining population is rarely able to reduce expenditures in the same proportion as it is
losing population. Many expenditures such as debt service, government mandates, and salaries are fixed and
cannot effectively be reduced in the short run. In addition, because of the interrelationship between population
levels and other economic and demographic factors, a decline in population tends to have a cumulative negative
effect on revenues - the further the decline, the more adverse the effect on employment, income, housing and
business activity.

Trends:

The County of Henrico has experienced a steady growth in population from 305,580 in FY09 to 339,191 in FY19,
which represents an increase of 11.0 percent in this eleven-year time span, or an annual average increase of
1.0 percent per year. According to the 2010 United States Census, Chesterfield County grew at a faster pace
over the past decade, as they now have a higher population than Henrico. The upcoming 2020 Unites States
Census will reveal any changes in the last decade as the two counties are the largest in the region.

Henrico continues to prepare for expanded and enhanced services to accommodate an increasing population
as evidenced by construction of new facilities for education and recreation, as well as additional roads, fire
stations and libraries, and by continuing to maximize the use of technology to enhance employee productivity
and thereby minimize requirements for additional personnel.

As noted throughout this document, local economic growth is steady and producing incremental revenue
growth for the County. However, Henrico County must continue to focus on finding ways to provide efficient



services to its growing population at the lowest possible cost.

Due to consistent population growth, no warning trend is noted for this indicator.




WARNING TREND: Decline in the level, or growth rate, of personal income per capita.
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Per Capita Income:
Per capita income is one measure of a community's wealth. Credit rating agencies use per capita income as an
important measure of a local government's ability to repay debt.

A decline in per capita income causes a drop in consumer purchasing power and can provide advance notice
that businesses, especially in the retail sector, will suffer a decline that can ripple through the rest of the local
economy. Changes in per capita income are especially important for communities that have little commercial
or industrial tax base, because personal income is the primary source from which taxes can be paid.

Trends:

In the 11-years depicted above, per capita income has increased by 50.0 percent from $44,742 in 2009 to the
$67,128 reported for 2019. It should be noted that this indicator factors in increases to the County’s population,
which increased 11.0 percent between 2009 and 2019.

The per capita income statistics depicted above come from the United States Bureau of Economic Analysis.
That source is based on income tax returns and therefore data is only available through the 2018 tax year.

With robust economic development activity continuing in Henrico it is anticipated that this indicator will
continue the trend of consistent gains into the immediate future. As such, no warning trend is noted for this
indicator.




WARNING TREND: Increasing number of public assistance recipients.

Public Assistance Recipients
(as a % of Total Population)

Public Assistance Recipients
Total Population

25%

20%
10% n I I I I I I I I I I

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Public Assistance Recipients:

This trend is associated with a decline in personal income. The indicator measures the number of public
assistance recipients against the number of residential households in the County. An increase in the number of
public assistance recipients can signal a future increase in the level and unit cost of services because of the
relatively higher needs of low-income residents combined with their relative lack of personal wealth.

Trends:
This trend was restated with a new report from the Virginia Department of Social Services beginning with the
2016 Trends document.

The eleven-year trend for this indicator features a series of sharp increases, from a 14.9 percent in FY09 to 20.4
percent in FY13, followed by a period of stability over the next five years. FY19 was met with a decline from
20.3 percent in FY18 to 19.7 percent. This marks the first value under 20 percent since FY12. The number of
public assistance recipients has been determined by obtaining the unduplicated number of people per year in
the County receiving at least one of the following three types of benefits: Supplemental Nutrition Assistance
Program (SNAP), Temporary Assistance to Needy Families (TANF), or Medicaid. On a national level, some of the
corollary factors that could impact this ratio are limited availability of affordable housing and health care
coverage, as well as, limited funds for public transportation.

The Medicaid population has increased dramatically over the past eleven years, which has driven the increase
in the number of public assistance recipients. There are currently more than fifty different categories that
qualify for Medicaid coverage. Recently, the State Medicaid unit was dissolved and all cases statewide were
sent back to their local jurisdictions. In addition, the state deployed CoverVirginia, which is a processing unit
for the State. Citizens now have the ability to file on-line as well as telephonic. This has allowed for ease in



applying for benefits. There has also been a simplification of verifications needed to process cases utilizing
federal data matches and self-declaration.

Henrico has an aging population that requires long-term nursing home care, which is very expensive for each
recipient. The number of mental health patients has increased as well as the number of foster care children,
which have also added to the Medicaid population. In addition, policy changes related to income can impact
this indicator.

In Henrico County, since 2010, the Supplemental Nutrition Assistance Program (SNAP) (also recognized as the
food stamp program) caseload has increased by 9.0 percent. After going up sharply from FY10 to FY13, the
number of Henrico SNAP cases has decreased for five consecutive years. The number of Medicaid cases has
increased by 37.0 percent in the same timeframe (Source: Virginia Department of Social Services).

In 2018, the Commonwealth of Virginia decided to opt into Medicaid expansion under the provisions of the
Patient Protection and Affordable Care Act of 2010. It is estimated that in Henrico County, 11,430 additional
residents would qualify, which would be an increase of approximately 25.0 percent from the number of
recipients currently eligible (Source: Henrico Department of Social Services).

This change potentially led to the lower Public Assistance Recipients as a percent of Total Population in 2019.
Despite the value dropping below 20 percent for the first time since 2012, it has not returned to prerecession
levels as such, a warning trend should continue for this indicator.




WARNING TREND: Declining or negative growth in market value of residential, commercial or agricultural property
(constant dollars).

Real Property Values
(In Constant Dollars)
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Real Property Values:

Changes in real property values are important because most local governments depend on property taxes for a
substantial portion of their revenues, and Henrico County is no exception. If a locality has a stable tax rate, the
higher the aggregate property value, the higher the revenues generated. Localities experiencing rapid
population and economic growth are also likely to experience growth in property values in the short-run. This
is because in the short-run, the supply of housing is fixed and the increase in demand due to growth will force
prices up.

The extent to which declining real property values affect a locality's revenues will depend on the locality's
reliance on property tax revenue. The extent to which the decline will ripple through the local economy and
affect other revenues is difficult to determine. However, all of the economic and demographic factors are
closely related. Most probably, a decline in property values will not be a cause, but rather a symptom of other
underlying problems.

Trends:

The above graph illustrates real property values in constant dollars for residential, commercial, and agricultural
properties. As such, any increases in this indicator are reported after negating the “effect” of inflation. In
looking at the historical Real Estate Tax rates for the County of Henrico, two facts are clear. First, stability is
evident as the Real Estate Tax Rate was maintained at $0.98/5100 of assessed valuation for a period of sixteen
consecutive years (CY80-CY95). The second notable trend is that since CY98, as property valuations have
increased, the Board of Supervisors has mitigated these increases with prudent Real Estate Tax rate reductions
to the current rate of $0.87/5100 of assessed value have been made without impacting the County's ability to



meet debt obligations, capital infrastructure needs, and County operations, while also offering tax relief to
County residents. This is a very difficult balancing act, but one that has been achieved because of the
consistency of Board actions.

From FY09 through FY13, constant dollar residential property values declined 18.6 percent while constant dollar
commercial property values declined 18.9 percent from FY09 to FY12. Residential foreclosures and increasing
office space vacancies significantly impacted the local real estate market during this time period. The County
lost $36.9 million in annual revenue from Real Estate Tax collections at that time, which was particularly
challenging as this funding source represents one-third of the County’s overall General Fund revenues. This
trend has been reversed with constant dollar residential property values increasing by 18.6 percent from FY13
to FY19 while constant dollar commercial property values experienced an increase of 22.7 percent from FY12
to FY19. While increases in this indicator have been steady for the last six years, it is important to note that
both residential and commercial property values, on a constant dollar basis, remain below FY08 levels.

In looking back at historical residential real estate price appreciation since the late 1800’s, the average annual
growth nearly always mirrors the annual inflation rate, as determined by the CPI. In fact, when adjusting real
estate price appreciation by removing the inflation rate, and plotting these revised rates of appreciation on a
line graph, the result is very close to a straight line with the exception of the “bubble” of the mid 2000’s. As the
real estate market continues to stabilize, it is anticipated that real estate price appreciation will increase at a
comparable rate to inflation levels. As such, this indicator should reflect a “flattening out” effect long-term. As
the County recently experienced its sixth consecutive year of growth in total constant-dollar real estate property
values, with similar growth expected in the foreseeable future, a recovery to pre-recession levels is expected.
Therefore, no warning trend is noted for this indicator at this time.




WARNING TREND: Increasing market value of residential development as a percentage of market value of total
development.
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Residential Development:

The net cost of servicing residential development is generally higher than the net cost of servicing commercial
or industrial development. This is because residential development usually creates more expenditure demands
(generally in the area of Education) than revenue receipts. The ideal condition would be to have enough
commercial or industrial development to offset the costs of the residential development.

The location of new residential development is also important. Houses built on the outer fringe of a community
can impose a far greater initial cost to local government than houses built within developed areas. This is
because the locality must provide capital items such as streets, sewer lines, water mains, education facilities,
and fire stations to service the new development. The extent to which new residential development affects the
financial condition of a community will depend on the community's economy, tax structure, and expenditure
profile. The County has determined that a 70.0 percent level of residential valuation is optimal.

Trends:

Residential development as a percentage of total property market value in Henrico County has ranged from a
low of 68.3 percent in 2019, to a high of 71.0 percent in 2011. In 2009 the indicator was 69.1 percent. In 2010,
the indicator rose to 70.8 percent, increased again in 2011 to 71.0 percent, before again falling to 69.8 percent
in 2012 and 68.6 in 2013. In 2014, the indicator increased slightly to 69.1 percent and has remained within 0.1
of this level through 2018. In 2019 the indicator fell to an 11-year low of 68.3%. Despite Residential and
Agriculture Market Values increasing 5.0 percent to $27.6 billion from $26.3 billion, Commercial Market Values
outpaced this growth increasing 8.5 percent to $12.8 billion from $11.80 billion. The commercial growth has
decreased the Residential Development as a percent of Total Property, increasing the diversity of Henrico
property portfolio.



Market value is slightly different from assessed value in that market value includes the value of land use
properties that would be deducted when assessing the property for tax purposes. The County is required to
report market value to the State. This indicator does not reflect inflation-adjusted values.

As the overall real estate market improves and stabilization becomes more and more evident, there is enhanced
confidence that growth will continue in both residential and commercial valuations going forward. As such, no
warning trend is noted for this indicator at this time.




WARNING TREND: Increasing rate of local unemployment or a decline in number of jobs provided within the
community.

Employment Base
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Employment Base:

Employment base considers both the unemployment rate and the number of jobs because they are closely
related. This indicator is significant because it is directly related to the levels of business activity and personal
income. Changes in the number of jobs provided by the community are a measure of and an influence on
business activity. Changes in the rate of employment of the community's residents is related to fluctuations in
personal income and, thus, is a measure of and an influence on the community's ability to support its local
business sector.

If the employment base is growing, if its diversity provides a cushion against short-run economic fluctuations
or a downturn in one sector, and if the employment base provides sufficient income to support the local
business community, then it will have a positive influence on the locality's financial condition. A decline in
employment base as measured by jobs or lack of employment can be an early warning sign of declining
economic activity and thus, governmental revenues. The data source for this information is the Virginia
Employment Commission.

Trends:

I. Unemployment:

Henrico County's unemployment rate showed a dramatic increase from 3.5 percent in 2008 to 7.4 percent in
2010. This mirrored a deep national economic recession. The effects were felt locally through several major
business closings as well as jobs lost in the construction and manufacturing sectors. Since 2010, the rate has
steadily dropped as new jobs have consistently matriculated back into Henrico County. The unemployment
rate of 2019 is 2.5 percent, which is the lowest point in this 11-year analysis. This rate is also below Henrico’s




historical average of 3.7 percent dating back to 1988, representing continued improvement from where the
County was just a short time ago. With the overall downward trend since 2010, there is no warning trend for
this indicator.

II. Number of Jobs:

From 2008 to 2010, the number of jobs in Henrico decreased by 11,284, or 6.3 percent. Since 2010, the County
has added back 25,142 jobs, which is a 15.0 percent increase to a total of 195,284 in 2019. With a clear upward
trend in the number of jobs and an established pattern of economic development accomplishments, there is
no warning trend for this indicator.




WARNING TREND: Decline in business activity as measured by retail sales and gross business receipts.
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Local Sales Tax and Business and Professional License Tax (BPOL) Receipts:

The level of business activity affects a locality's financial condition in two ways. First, it directly affects revenue
yields as sales taxes and gross receipts taxes are products of business activity. Second, the effect of these
indicators may be indirect to the extent that a change in business activity affects other demographic and
economic areas such as employment base, personal income or property values. Changes in business activity
also tend to be cumulative. A decline in business activity will tend to have a negative impact on employment
base, personal income and/or commercial property values. This in turn can cause a decline in local revenues
generated by businesses.

Trends:

I. Local Retail Sales Tax Receipts:

The above graph indicates that local sales tax receipts, in constant dollars, have grown markedly for five
consecutive years, as the growth in this measure has outpaced inflation by a combined 10.8 percent from FY14
to FY19. FY19 was met with a slight decrease in constant dollar local sales tax receipts going from $58.4 million
to $57.9 million. Retail Sales in FY19 still outpaced FY17’s $56.9 million. In current dollars, local sales tax receipts
increased from $68.3 million to $68.8 million. Overall, the trend has risen by 7.0 percent over the 11-year
measurement timeframe recovering and exceeding pre-recession levels.

With a rare deflationary environment, coupled with slight growth in local sales tax collections, inflation-adjusted
sales tax collections posted a 2.1 percent growth, despite the economic downturn, in FY09. This occurred due
to the defeasance of the Short Pump Town Center CDA that fiscal year, as well as the successful implementation



of the “Henrico, VA” initiative, in which the majority of “Richmond, VA” addresses were changed to “Henrico,
VA” to correct revenue miscoding that misdirected local tax revenue to neighboring jurisdictions.

Throughout the eleven-year period, the County has maintained the lion’s share of regional taxable sales and
continues to strengthen its retail market. In fact, in current dollars, local sales and use taxes increased in FY15,
FY16, FY17, and FY18 at year-over-year, at rates of 4.7 percent, 6.6 percent, 3.8 percent and 5.6 percent,
respectively. Sales and use tax receipts will continue to be monitored closely for a further dip in constant dollar
Retail Sales but no long-term warning trend is noted for this indicator.

Il. Local Business and Professional License (BPOL) Tax Receipts:

This indicator has recovered from last year’s dip of 2.3 percent increasing to levels not seen in this 11-year
analysis. Business Receipts increased, in constant dollars, from $26.7 million to $27.2 million. In FYQ9, inflation
adjusted BPOL tax receipts declined by 1.8 percent and real unadjusted BPOL tax revenue declined by 3.2
percent. In FY10 inflation adjusted BPOL tax receipts declined by 8.2 percent, easily the largest decline in the
eleven-year period examined, and real unadjusted BPOL tax revenue declined by 7.2 percent. In FY11 inflation
adjusted BPOL tax receipts declined by 2.8 percent, but real unadjusted BPOL tax revenue increased slightly, by
0.7 percent. From FY09 to FY11, several businesses in the County were forced to close their doors.

As new businesses have entered the County and joined the existing diversified business community, BPOL tax
receipts are again reflecting growth after the years of decline. In fact, in FY12 and FY13, inflation adjusted BPOL
tax revenue grew 2.2 percent each year. BPOL tax receipts in FY14 experienced an inflation-adjusted decline of
1.3 percent. Business receipts in FY15 grew by 7.4 percent in constant dollars, the highest rate since before the
economic recession. While not nearly as substantial as FY15, business receipts grew 2.1 percent in FY16 and
3.5 percent in FY17. To enhance the County’s economic development efforts and low business tax environment,
the Board of Supervisors doubled the exemption for businesses to pay BPOL taxes from $100,000 to $200,000
as part of the FY18 budget. This tax cut caused a 2.3 percent decline in BPOL tax receipts, on a constant dollar
basis, in FY18. In FY19, despite the exemption increasing to $300,000, BPOL receipts increased 5.8 percent on a
constant dollar basis. Though the nature of the Business Receipts increase is not completely known, the
increased exemption threshold has resulted in more businesses joining Henrico’s economy.

Even with this increase and another increase in the exemption for businesses, from $300,000 to $400,000, in
the FY20 budget, it is anticipated that BPOL receipts will continue to grow with the economy. Just as with sales
tax collections, no long-term warning trend is noted.




WARNING TREND: Decline in business activity as measured by commercial acres developed and market valuation of
business property.
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Business Activity — Commercial Acres and Market Value of Business Property:

The level of business activity affects a locality's financial condition in two ways. First, it directly affects revenue
yields to the extent that the number of business acres and value of business property may be considered
products of business activity. Second, the effect of these indicators may be indirect to the extent that a change
in business activity affects other demographic and economic areas such as employment base, personal income
or property values. Changes in business activity also tend to be cumulative. A decline in business activity will
tend to have a negative impact on employment base, personal income or property value. Thisin turn, can cause
a decline in local revenues generated by businesses.

Trends:

I. Business Acres:

As shown in the graph above, after dipping to 6,064 acres in 2011, the number of developed business acres has
increased on an average of .75 percent per year due to a change in the calculation methodology for land use
acreage by the Department of Planning. The County, in fact, added 33 acresin 2011. Business acreage is defined
as “developed commercial property for office and retail use.” There was a reduction to 6,217 in 2016, caused
by an adjustment to the Existing Land Use GIS layer that refined what was considered developed commercial
property. The total business acreage for 2017 was 6,331 or 114 higher than 2016. Modest growth continued in
2018 as 29 additional acres were added and another 75 in 2019. Outside of years where there were changes to
the way business acreage is defined and collected, Henrico has seen steady increases in acreage.




Commercial development and concentration is a key component to maintaining a low Real Estate Tax rate and
ensuring that Henrico continues to increase the number of jobs in the community. The commercial component
of the Real Estate Tax base can subsidize the costs incurred by residential development — particularly in
Education.

II. Market Value of Business Property:

The eleven-year trend for this indicator, in constant dollars, starts at $10.8 billion in CY09, before falling in the
next two years due to recessionary contractions. After bottoming out at $8.8 billion in CY12, it started climbing
again and over the next six years, reaching $10.8 billion in CY19, an increase of 22.7 percent returning to
constant pre-recession values. The value of commercial properties is prone to devaluation when the supply of
those properties is greater than the demand, as was the case during the housing bubble. This was evident in
2010, the third year of the most recent recession and the supply of vacant office and retail space increased
significantly due to several businesses closing their doors. The result was an overall reduction in the commercial
tax base of more than 13.0 percent in FY10. Another decrease in the commercial tax base of 1.5 percent
occurred in CY11 due to the continued elevated supply of vacant office space. In CY12, the commercial market
improved slightly, and values increased 0.7 percent, though not enough to keep up with inflation, as reflected
in the indicator above. Commercial values increased greater than inflation in CY13 at 3.3 percent and increased
only barely higher than inflation in CY14 with growth of 0.02 percent. CY19 marks the seventh consecutive year
of growth with commercial values increasing 6.8 percent on a constant dollar basis.

Looking into the future, the market value of commercial real estate will continue to grow as jobs continue to
enter the County. Due to an environment of continuing growth, no warning trend is noted.
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ECONOMIC DATA SOURCES

External Sources:

Bureau of Economic Analysis
Bureau of Labor Statistics

Economic Assumptions for the United States and Virginia
Virginia Employment Commission

Evaluating Financial Condition,
A Handbook for Local Government
International City/County Management Association

Federal Reserve Bulletins
Periodicals:
Richmond Times-Dispatch
Wall Street Journal
The Commercial Real Estate Report (published annually)
A Review of Richmond and Global Trends in Commercial Real Estate
Published by Morton G. Thalhimer, Inc.
A Sampler of Economic and Demographic Characteristics for the Richmond-Petersburg Metropolitan
Statistical Area
Published by the Richmond Regional Planning District Commission
U.S. Census Bureau
Virginia Department of Social Services, Local Profile Report
Virginia Economic Indicators
Virginia Employment Commission

Weldon Cooper Center for Public Service

Internal Sources:

Department of Human Resources, Annual Reports

Departments of Finance, Human Resources, Planning, and Social Services
Henrico County Approved Annual Fiscal Plans

Henrico County Comprehensive Annual Financial Reports

Manager's Monthly Reports
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