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Introductions 
 
 
 
Each year, Virginia Beach city staff makes projections about base revenue and expenditure trends that will be 
occurring over the next five years (no rate or major policy shifts are included). This process helps stimulate dialogue 
and discussion among staff, City Council, School Board and citizens. It also helps to highlight some of the major 
trends that are steering the City’s fiscal future. We hope that the reader finds the information provided helpful as 
we begin the FY 2016-17 budget process. 

 
In order to have a more meaningful discussion that focuses on several key decision points and their implications 
on the City’s budget over the next five years, this forecast will focus primarily on the City’s General Fund and the 
School’s Operating Fund, economic indicators, and revenues. While other funds make up a significant portion of 
the budget, in many cases policies are already in place that guide decision making for the revenues and 
appropriations of those funds.  
 
Staff uses a multitude of resources for the data that is used in the forecast. Some of these resources include Old 
Dominion’s State of the Region Report, U.S. Bureau of Economic Analysis (Projection-Congressional Budget Office), 
labor market information, U.S. Bureau of Labor Statistics, meetings with regional economists, and the American 
Community Survey. The current economic forecast growth for the local economy continues to be slow, even as the 
national economy continues to pick up steam. Congress passed a budget on October 29th which avoided 
sequestration cuts that would have resulted in negative impacts to our local economy due to our dependence on 
Federal spending.  

 
In the presentation Economic Trends and The 
Challenges Ahead, March 10, 2015, the City Manager 
indicated how slow our projected future growth is when 
compared to the City’s historical growth. While the 
economy continues to improve, the projected growth of 
expenditures is outpacing that of generated revenues. 
Prior to the economic recession in the late 2000’s, the 
City and the national economy experienced periods of 
sustained growth. We are currently experiencing 
growth at a much slower rate than what the City has 
typically encountered throughout its history.  

 
 
While there are many factors that contribute to the health of our local and regional economy, local economists 
agreed that the number one driver of the local economy is the health of the national economy. They believe the 
U.S. has entered into a different trend of economic growth than experienced in the past. Often referred to as the 
“new normal” which stipulates that instead of the traditional economic growth of 4-5%, growth will now be in the 
range of 1-2%. 
 
The growth in the City’s population has slowed dramatically from the 1980’s during which it increased by an annual 
rate of 4.1%, over four times the national rate. In the 1990’s, that rate slowed to 0.8% per year. From 2000 to 
2010, our annual growth rate has averaged 0.3%, approximately one third of the national rate. Since the 2010 
Census, however, our growth has picked up, averaging 0.77% per year. 
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Our population growth has slowed because the number of people moving out of (out migration) Virginia Beach has 
exceeded the number of people moving in (in-migration). Our population is still growing slightly because the 
number of births exceeds the number of deaths, and this positive residual has offset the loss in net migration in 
most years since 1990. 
 
Slower population growth, however, has not lessened the 
demand for services from citizens. Households, number 
of vehicles, prisoners, public safety calls for service, 
public safety personnel, and human service caseloads 
(Medicaid recipients, foods stamps, foster care, and child 
care) have all exceeded the rate of growth in the 
population. This also serves as one reason why the total 
population growth is not necessarily a representative 
benchmark against which expenditure growth should be 
compared.  
 
 
 
The Demand for Services Index attempts to measure the demand for services that citizens place on city 
government. This demand is measured through the provision of selected governmental services, using 2000 as 
the base year (Number of Vehicles, Lane Miles Maintained, Police, Fire, EMS Calls for Service, Number of 
Prisoners, Commonwealth Attorney Cases, Food Stamp Cases, Medicaid Recipients, Library Material Borrowing, 
and Park Visitation). If demand grew equally with population, the index would remain at 100 through the entire 
time series. As the chart shows, the demand for services is growing about 77% above population growth since 
2000. 
 
This slow revenue growth comes at a time when the demand for City services is far greater than the City 
experienced in the past. The graph above shows how citizens have come to expect that more services be offered, 
with this trend expected to continue. One issue that the City will continue to experience into the future is how to 
meet the increasing demand for services if the City continues to have slow revenue growth that lags behind the 
historical rates for the foreseeable future. 
 
The dominant narrative will center around the 
increasing growth of expenditures and a lag in 
the traditional growth of our revenues. The City is 
faced with budget deficits over the forecasted 
five year period while the School’s forecast 
shows revenues exceeding expenses in the out 
years. However, even with rising demands and 
costs, as the graph of per capita cost 
comparisons illustrate, Virginia Beach remains a 
low cost provider of City and School programs. 
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Economic Indicators 
 
 
 
This section of the Five Year Forecast is designed to give the reader a better perspective of how the national, state, 
and local economies have been performing when compared to previous years. Included are a multitude of charts 
and graphs along with a dedicated paragraph or two explaining the graphs. Currently, the City and School system 
are experiencing a revenue base that is growing slower than that of its expenditures. This section will cover most 
major economic indicators that economists believe are helpful in understanding the health of the economy.  

 
The Gross Domestic Product (GDP) is one of the primary indicators used to gauge the health of the country’s 
economy. It represents the total dollar value of all goods and services produced over a specific time period. The 
second quarter of the 2015 report indicated that the GDP grew by 3.9% (down from 4.6% in the second quarter 
of 2014). In the Congressional Budget Office (CBO) estimation, economic expansion through 2019 will be driven 
primarily by increases in consumer spending, business investment, and residential investment. The CBO expects 
that overall national GDP will continue to grow by roughly 2-3% from 2015 to 2016 and begin to decline in growth 
in 2017. 

 
The most recent State of the Region Report by Old Dominion University indicates that the Gross Regional Product 
(GRP) will grow at 1.27% from 2014 to 2015. The 1.27% growth rate is below the national GDP and below the 
State of Virginia’s 1.56%. 
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During the annual Economic Summit with regional economists, the discussion often centered on the economic 
growth of Hampton Roads since the recession has ended and how well or poorly the region is doing in relation to 
other metro areas. The next graph was shown at the Economic Summit and indicates that the Hampton Roads 
area has a post-recession annual real GDP growth of 0.31%. Hampton Roads ranks fifth from the bottom and lags 
behind other major metro areas in Virginia such as Richmond (1.06%), Charlottesville (2.35%) and the Blacksburg-
Christiansburg-Radford metro area (2.36%). 

 

 
The National Consumer Price Index (CPI) is defined as “a measure of the average change over time in the prices 
paid by consumers for a market basket of consumer goods and services”, and is the most cited inflation indicator. 
This graph shows the change in CPI from August to August each year with the annual projections for the forecast 
period. The decline in energy prices kept the growth rate at 0.2 percent for the current year, which has allowed 
consumers to feel some relief from rising costs. The Congressional Budget Office (CBO) projects the CPI will 
continue to increase slowly over the forecast period at an annual rate ranging from 2.1% to 2.4%. 
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While we often hear about gas prices on the 
news and feel the increase or decrease of fuel 
prices at the pump, we often fail to note the 
large impact that oil has on the prices of other 
goods that are consumed. According to the U.S. 
Energy Information Administration, U.S. 
household expenditures for gasoline accounted 
for nearly 4%, or $2,912, of pretax income in 
2012. A reduction in the price of fuel benefits 
the pockets of the U.S. household.  
 
Like citizens, the City has also benefited from 
the drop in fuel prices over the past year. The 
graph to the right charts the average price per 
gallon that the City has paid since 2007. The 
City has been able to purchase fuel at 
approximately $2.24 per gallon on average over 
the past year. This drop has amounted to 
almost $3 million in savings to the City.  
 
A formula to limit the growth in government expenditures to the growth in population plus inflation may initially 
sound reasonable and appeal to citizens; however, there are technical and policy reasons why a population + CPI 
formula is not an accurate method to limit the growth in government expenditures.  
 
The CPI measures changes in prices of goods and services that consumers/households purchase (housing, 
transportation, food, and apparel). This index does not accurately capture the growth in the cost of the types of 
goods and services purchased/provided in the public sector. Governments typically allocate expenditures for 
education, roads, public safety, and public assistance.  
 
Global competition and extensive use of technology are two factors that have created a highly productive and low 
inflationary environment in which the economy is operating. These serve as an explanation for the fact that nearly 
one-third of the items in the CPI are declining in price. Although the City has incorporated technology to deliver 
services more efficiently and effectively, the provision of government services is still largely a labor intensive 
service, and cities may not always be able to reap the benefits of productivity increases experienced in other 
sectors of the economy. 
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The CCI is an indicator designed to measure the degree of optimism in the state of the economy that consumers 
are expressing through their activities of savings and spending. The index is based on a survey of 5,000 
households. The Federal Reserve looks at the CCI when determining interest rate changes. The CCI can also affect 
stock market prices. A CCI above 90 indicates a stable economy, while levels below 50 indicate a contracting 
economy. As of July 2015, the CCI increased to 92.5 from 86.4 in June 2014.  

 
A higher CCI indicates that consumers are likely more willing to make retail purchases, particularly larger ticket 
items that require financing. This can lead to many benefits in our local economy. Builders in the area can prepare 
for a rise in home construction costs and our local government can anticipate improved tax revenues based on 
the increase in consumer spending. The CCI score of 92.5 this past July is a welcomed indicator that hopefully will 
result in an increase to the real estate revenue base and in our tourism revenue as people have greater confidence 
in the economy and are willing to spend more money. 
 
 

 
 
 
Another important factor to look at when judging the health of our local economy is Department of Defense (DOD) 
spending in Hampton Roads. According to Old Dominion’s State of the Region report, Hampton Roads has 
experienced a recent decline in military spending due to the reduction of military personnel. Regional defense 
spending accounts for nearly 40% of our regional economy. The report notes that the military’s proportion of the 
Hampton Roads economy is continuing to decline from its peak of 49.5% of Gross Regional Product (GRP) in 1984. 

 
  

0.0
20.0
40.0
60.0
80.0

100.0
120.0
140.0

Pe
rc

en
t

Month and Year

Consumer Confidence Index

Source: Consumer Confidence Board 

90 

50 

Source: Old Dominion University’s 
State of the Region Report 

$0.0
$5.0

$10.0
$15.0
$20.0
$25.0

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Bi
lli

on
s

Calendar Year

Estimated Defense Spending in Hampton Roads



FIVE YEAR FORECAST 10 

 

Since 2011, the DOD has experienced a reduced budget after growing 6.1% in total from 2000 to 2010. Hampton 
Roads dependency on military funding is a double edged sword. While our regional economy benefited greatly 
from defense spending during the recession, the area is now experiencing slower growth from a relative reduction 
in military spending overall by the DOD.  

 

 
 
Another aspect that has been driving down the 
funding for defense related projects in Hampton 
Roads has been the discretionary spending cap. The 
discretionary defense spending cap increased by 
about $19 billion in FY 2013-14, compared to the 
prior fiscal year. However, it is about $32 billion 
below the levels imposed by the Budget Control Act 
(BCA) of 2011. The blue line in the graph above 
depicts spending caps approved by the BCA, and the 
orange line represents reductions that occurred as a 
result of sequestration. The purple area is 
representative of sequestration relief from the 
Bipartisan Budget Act (BBA) of 2013. The purple 
shaded area is equal to $31.5 billion and is 
representative of DOD spending caps that were 
restored for FY 2012-13 and FY 2013-14. The green 
area is showing the increase in defense spending of  

 
$26.8 billion (5.14%) for FY 2015-16 and an 
increase of only 0.55% for FY 2016-17. If the DOD 
has discretionary spending caps imposed upon them 
during sequestration, the City can expect significant 
impacts to our economy. The good news is that 
Congress has passed a budget relatively on time (end 
of October rather than its due date of end of 
September). The budget that has been passed is 
valid for the next two years taking the Federal budget 
and debt ceiling beyond the next presidential 
election, thus giving some stability to the regional 
economy. The key point of this graph is that while 
defense spending was reduced due to budgetary 
caps from sequestration, it is anticipated that 
spending will continue to increase over the forecast 
period although it is becoming a smaller portion of 
our economy. 
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All unemployment rates declined from 2014 to 2015. Currently, Virginia’s rate has declined to 4.3% and Virginia 
Beach has declined to a rate of 4.1%. Hampton Roads continues to have a lower rate of unemployment (4.6%) 
when compared to the national rate of 5%. After a steady year from 2014 to 2015 and the lack of sequestration 
cuts, Hampton Roads and the Commonwealth have continued a steady decline. The Congressional Budget deal 
with its enhanced military spending should have a positive impact on reducing the unemployment rate. 

 
The unemployment rate is directly related to the amount of people who are applying for unemployment benefits. 
Traditionally this would indicate a growth in new jobs; however, according to The State of the Region report, “…the 
growth in our total regional jobs was only 0.46 percent, well below Virginia’s 5.2% or the country’s 5.54 percent.” 
Also, during the Economic Summit, many of the economists indicated that Virginia Beach is experiencing less labor 
participation. Local economists believe the decrease in labor participation is linked to the retirement of many baby 
boomers. As the labor force participation decreases and the economy expands, the amount that companies are 
willing to pay an individual will increase as market forces put pressure on employers to offer more competitive 
employment packets to attract high quality candidates. 
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The graph shows the percent of change in employment including the three lowest and highest job sectors in terms 
of average weekly wages from 2005 to 2014. Virginia Beach has experienced a decline in employment in the top 
three highest sectors for average weekly wage (Finance and Insurance, Management of Companies and 
Enterprises and Professional, Scientific and Technical Services). The three sectors with the lowest average weekly 
wage all saw increases in employment with the lowest sector (Accommodation and Food Services, Agriculture, 
Forestry, Fishing and Hunting and Arts, Entertainment and Recreation) experiencing the third highest rate of 
employment growth over the 10 year period (Health Care and Social Assistance increased 42.2% and Public 
Administration increased 15.4%). This graph includes only sectors with an average annual employment in excess 
of 100. While employment is important throughout all sectors in terms of having a more diversified economy, it is 
important to grow employment in higher wage sectors in order to generate a higher standard of living for Virginia 
Beach residents. 

 

11.7%
-14.4%

2.2%
1.2%-35.9%

1.7%
-5.5%

42.2%
-20.2%

-2.8%
-4.8%

-0.4%
-9.8%

15.4%
-21.9%

-8.3%
-28.0%

-19.1%

-40.0% -20.0% 0.0% 20.0% 40.0% 60.0%

Accommodation and Food Services
Administrative and Support and Waste Management

Agriculture, Forestry, Fishing and Hunting
Arts, Entertainment, and Recreation

Construction
Educational Services

Finance and Insurance
Health Care and Social Assistance

Information
Management of Companies and Enterprises

Manufacturing
Other Services (except Public Administration)

Professional, Scientific, and Technical Services
Public Administration

Real Estate and Rental and Leasing
Retail Trade

Transportation and Warehousing
Wholesale Trade

Percent

Se
ct

or
s

Change in Employment in Low Wage vs. High Wage Jobs (2005-2014)

Source: Virginia Employment Commission 



FIVE YEAR FORECAST 13 

 

 
The graph above shows median household incomes since 2006. The Virginia Beach median household income 
has fluctuated since the recession in 2008 after reaching a high pre-recession of $65,776. The Virginia Beach 
median household income dropped to $59,298 in 2009 and has since rebounded to $68,816 in 2014 which is 
higher than its prerecession level.  
 
 
 

 
 
The above graph highlights the housing recession and the stock market collapse. Household Net Worth as a 
percentage of disposable income (the total amount of money available for an individual to spend or save after 
taxes) for the nation has recovered. 
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The graph below shows the national 12-month change in both real disposable personal income and real personal 
consumption expenditures. During the early stages of the recovery, consumers spent more cautiously in 
relationship to growth in their incomes. However, the percentage change in spending has exceeded that of income, 
suggesting more confidence in the economy. 
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 Source: U.S. Census Bureau, American Community Survey 
 
The graph above illustrates the change in the proportion of the City’s population in various income groupings. The 
majority of the population falls in to the $50,000-99,999 category. While family incomes have increased slightly 
in some categories, there has been a steady decline in percent of households with incomes between $25,000 
and $49,999. Those with incomes over $100,000 increased slightly as a percentage of the total population. 
 

Source: U.S. Census Bureau, American Community Survey  
 
Note: These take into consideration the following: For Renters - rent, utilities, and fuel cost. For Homeowners - mortgage, taxes, insurance, 
utilities, fuel, and condo/mobile home fees 
 
Literature suggests that monthly housing costs should not exceed 30% of gross household income. This graph 
above shows the percentage of Virginia Beach residents whose costs exceed this threshold. In 2014 the number 
of renters who pay over 30% of their gross household income has decreased by 2.3% to 50.8% while the number 
of homeowners who pay over 30% has dropped from 41.2% in 2013 to 28.8% in 2014. Homeownership costs 
have been helped by low interest rates. This indicator is used to evaluate the accessibility of affordable housing 
in the area. The average monthly rent for a 2-bedroom apartment in Virginia Beach is $1,107 (according to the 
Department of Housing and Urban Development Fair Market Rent Documentation System) which necessitates an 
annual income of $44,280 to have rent alone be less than 30% of income. 
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Research by noted real estate expert Robert Shiller (Yale University) indicates that 3.35% represents the national 
long-term average for real estate appreciation. Appreciation in Virginia Beach has bested that mark with an 
average growth rate of 3.56%, since record keeping began here. Unfortunately this growth does not always occur 
in a linear manner, meaning the economy experiences booms and busts (markets sometimes overshoot in both 
directions) as illustrated in the next graph. Appreciation for the last two years in our City has been 3% and 2.1% 
respectively, a little below the City’s long-term average of 3.56%.  
 

 
 

The graph also illustrates that the City would need additional growth of about 1.46% to equate to our long-term 
average of about 3.56% in FY 2016-17. The additional growth would yield $7.8 million in additional revenue. This 
amount only represents about one third of the School Board’s request for funding in FY 2015-16, and would be 
insufficient to address City needs. The bottom line is, the long-term average growth in real estate appears to not 
be sufficient to address the combined School and City needs. 
 
Residential housing prices and construction levels have also experienced slow growth regionally. The 2015 
median sales price for a house is still below the 2007 median price and it is expected that the slow growth in the 
residential housing market will continue into the future. Virginia Beach is seeing increased construction of new 
homes with 2,526 residential building permits being issued since 2014.  
 
Based on information from the City’s Real Estate Assessor’s Office, the housing market is expected to increase 
housing values by 2.5% each year over the next five years. This is improving from the recessionary declines recently 
experienced given that the historical growth rate in Virginia Beach has been 3.56%. Also, for Virginia Beach, and 
for many Hampton Roads localities, the largest driving force for city revenues is growth in the housing market. A 
return to 4% growth in the housing market would be ideal for long term financial stability. 
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Revenues 
 
 
 
Revenue growth is critical to all governments. 
Without a reliable source of income, cities would not 
be able to provide the services expected by their 
residents. Since the economic downturn in 2008, 
local governments across the country have 
experienced their revenues dropping significantly 
and as a result, they have had to make difficult 
decisions about which programs and services to 
decrease or eliminate funding. In order to make the 
most educated decisions about which services to 
fund, a city must first understand their historical 
revenue trends, as well as the many external factors 
that affect each revenue stream. 
 
This section will focus on the current trends and 
future projections for the General Fund and School 
Operating Fund revenue sources. The General Fund 
revenues are projected to rise 2.2% in FY 2016-17 
and continue growing at a rate between 1.4 and 2% 
through FY 2020-21. School revenues are projected 
to grow about 0.5% in FY 2016-17 before increasing 
at a rate similar to the General Fund between 1.5 and  
 

 
2% through FY 2020-21. While this steady growth is 
important to the City’s continued recovery, it still falls 
short of the 4-5% revenue growth Virginia Beach 
needs to sustain its current service levels. This 
means that although revenue is rising each year, the 
City will still have to make cuts to balance the budget 
unless revenues begin to rise at a higher rate. 

 
Part of the reason behind this slower growth is that 
real estate and consumer driven revenue sources 
are no longer increasing at their pre-recession rates 
which is holding back overall revenue growth. As the 
table below illustrates, the average growth rate from 
2000-10 to 2010-15 for both property taxes and 
consumer revenues has shrunk from 5.7% and 4.1% 
to 0.3% and 3.6% respectively and these two major 
sources are only forecasted to grow at around 2% a 
year through 2020. Additionally, State revenue that 
supports programs has declined from its peak growth 
of over 13% in years 80-90 to less than 1% since 
2010. This slower growth marks what appears to be 
a new norm for Virginia Beach that we will have to 
find a way to operate within. 

 
 

Annual Average Revenue Growth Rates 
 80-90 90-00 00-10 10-15 15-20 

Property Taxes 16.2% 5.9% 5.7% 0.3% 2.3% 
Consumer Revenues 16.5% 5.6% 4.1% 3.6% 2.3% 
Other Revenues 8.5% 5.0% 6.7% -0.6% 0.5% 
State 13.6% 6.6% 2.1% 0.7% 0.6% 
Federal 7.0% 9.3% 9.4% -6.6% -2.0% 
Total 13.8% 9.4% 4.8% 0.0% 1.5% 

  
 
It is important to note, before beginning the more detailed discussions on specific revenue streams, that the City 
has historically been fairly accurate with our projection of revenues. Since FY 2007-08, revenue projections were 
only off an average of less than 1% each year. Recession years are much harder to accurately predict due to the 
many external factors at work, but when the economy is good, the gap between projected and realized revenue is 
usually reduced even further. 
 
Finally, the graphs in this section that represent direct revenues will have three variables present. Blue lines will 
represent the amount that was budgeted for the revenues, orange lines show the actual amount of each revenue 
collected by the City, and green lines display the projected revenue amount in future fiscal years. Recent rate 
increases are also noted when applicable. 
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The real estate tax is the single largest revenue 
source for Virginia Beach, accounting for nearly 50% 
of the General Fund’s total revenue. Given the huge 
portion of the City’s operations that this revenue 
supports, real estate is integral to Virginia Beach’s 
continued sustainability. Some of the largest 
dedications that real estate revenues support are 
school operations, the Capital Improvement Program 
(CIP), Multi-Modal Transportation, and recreation 
centers. An important indicator of this revenue 
stream’s health is real estate assessments since 
they determine the taxable value of properties.  

  
Residential and commercial assessments increased 
in FY 2015-16 for only the second time in seven 
years. Foreclosures are down significantly from their 
recessionary high of 1,688 in 2010 to 839 in 2014, 
an almost 50% drop. This means that distressed 
sales are not weighing down overall real estate 
values as much as was taking place during the height 
of the recession. Although there is growth in 
assessed values, it is not increasing at pre-housing  

 
bubble levels, and there is little indication that it will 
resume such growth in the foreseeable future. A 
more realistic estimate is that both residential and 
commercial real estate assessments will rise at 2.5% 
each year over the five year forecasted period. 
 
The impact of the housing recession is not limited to 
low rates of appreciation. Construction employment 
is down 35% from its pre-housing-recession peak in 
2005, and these jobs pay 17.5% above the average 
private sector wages. Because Virginia Beach 
doesn’t have a significant manufacturing presence, 
construction jobs represent high-paying jobs for 
residents without a college degree. Homes sale 
volumes are at 46% of their FY 2003-04 peak, and 
new residential construction is roughly at 88% of its 
pre-recession levels. These factors help explain the 
underperformance of General Sales and Personal 
Property taxes. Fewer residents in relatively high 
paying jobs and fewer home transactions translate 
into less purchases of new furniture and appliances, 
other retail items, and new car sales. 
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* Excludes Tax Increment Financing and Special Service District 
 
The budgeted amount for Real Estate tax revenue collection was increased 8% in FY 2015-16, the largest 
predicted growth in the past 8 years. This increase can be attributed to a tax increase of 6-cents that was levied 
in FY 2015-16. Although assessments were only supposed to grow 2.5%, the increased tax rate raised the overall 
revenue projection for that year by almost $45 million. 
 
After FY 2015-16, no further rate changes are assumed over the forecast period; however, assessments are 
anticipated to continue growing 2.5% annually through FY 2020-21. 
 

 
Personal Property Revenue by Source 

 

 
 
 

The following group of revenues, Personal Property, 
BPOL, Telecommunications, General Sales, 
Cigarette, State Shared Sales, Hotel, and Restaurant 
Meals tax, are directly linked to consumer spending 
patterns in the area. Many of these sources were 
greatly affected by the recession and experienced a 
significant decline in realized revenue. Although most 
are now steadily increasing each year, they have not 
returned to pre-recession levels of growth meaning 
that this slow growth may be the new norm for the 
foreseeable future. 
 
Personal Property revenue is comprised of several 
property types including (as illustrated in the pie 
chart) vehicles, public service, business equipment, 
and other (includes mobile homes, short term rental 
tax, delinquencies, and interest on delinquencies). 
Estimating this revenue involves factoring in 
variables such as used car prices, new car sales, 
changes in tax rates, new businesses, collection 
rates, delinquencies, and prior year collections. 
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Personal Property outperformed the revenue estimate in FY 2014-15 by about $7 million. Although such a 
dramatic jump cannot be expected every year, this revenue source is anticipated to grow by about $4 million by 
FY 2016-17. After FY 2016-17, its growth is expected to slow to around $2 million annually for the remainder of 
the forecast period. 
 

 
 
Personal Property tax is the City’s second largest local revenue source and is shared with the school system. The 
Used Car Price Index is a valuable indicator for Virginia Beach’s personal property tax because used cars make up 
70% of the vehicle portion of the revenue. In recent years, used car prices have continued to climb to historic 
levels due to the lack of new car sales that occurred during and after the economic recession of 2008. Many car 
owners chose to hold onto their cars longer resulting in fewer used cars coming into the market, creating an 
environment of low supply and inflated values. The issue with a used car value bubble is that if it pops, the City’s 
Personal Property tax revenue could take a hit as taxable used car values drop.  
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New car sales only represent approximately 81% of their pre-recession high (2004) or 8,738 vehicles below the 
number of sales achieved in that year. Nationally, new car sales have exceeded their pre-recession level. The 
graph illustrates the contribution of new cars to total automobile assessments and new car sales indexed to 2002. 
New cars contributed 33% to overall assessments in 2004, but now only contribute 23%.  
 
If new car sales rebounded to their 2004 levels, the marginal increase in taxes associated would be approximately 
$4.6 million. 

 
 
Business, Professional, and Occupancy License (BPOL) is paid by businesses based on gross receipts meaning 
that taxes are heavily reliant on consumer behavior. After realized BPOL revenue exceeded the budgeted amount 
in both FY 2012-13 and FY 2013-14, the budgeted revenue was increased 10% for FY 2014-15. However, the 
realized revenue in FY 2014-15 fell $3 million short of the budgeted amount, so the projection for FY 2015-16 
has been revised downward by $2 million. This revenue is expected to increase at just over 2% a year through FY 
2020-21 driven by steady business growth. Between FY 2011-12 and FY 2014-15, the number of business 
licenses increased from 17,305 to 25,186, an increase of 46%. 
 
One of the factors causing the virtual no growth in BPOL revenue from FY 2012-13 to FY 2014-15 is low wage 
growth. Since this source is tied so heavily to consumer spending patterns, small wage increases can affect 
consumer spending patterns causing lower BPOL growth. Another cause is the delay in realized revenue from the 
2-year business exemption program which went into effect in FY 2011-12. A total of $800k in revenue is currently 
exempted through this program and if that was added into the taxable base, BPOL would see a year-to-date 
increase of 2%. As the economy grows and new businesses enter the City’s market and as older businesses in the 
exemption program reach the 2-year mark, the financial impact of this program should level off at between $800k 
and $1 million. 
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In 2007 the State replaced several local communication taxes with a new State tax of 5% of the sales price of 
communication services. This new tax is collected by the Virginia Department of Taxation. The State was to remit 
these tax revenues back to the localities and promised localities that this change would be revenue neutral. Since 
this change, the City has seen a slow decline in this stream, about a 3% dip in realized revenue a year resulting in 
the revenues falling from $24 million in FY 2007-08 (the first full fiscal year after the tax was adopted) to $18 
million in FY 2015-16. Realized revenue from the Telecommunications Tax is expected to decline about $2 million 
in FY 2016-17 and continue to fall about 3% for each of the subsequent forecasted years. 
 

  
 

There are several factors that have caused revenue from the Telecommunications Tax to slowly decline since the 
State tax was introduced in 2007. When this decline first began, it was speculated to be the result of people 
dropping land lines for cell phones; however, as this trend has not plateaued, there appears to be other variables 
at work. One such variable has been advancements in technology that have allowed companies to position 
themselves outside of the Telecommunications Tax umbrella. Finally, the tax rates have not been adjusted by the 
State since they were first introduced in 2007. 
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The State sets the General Sales Tax rate which is currently 6%. Of this, 1% comes to the City as general sales 
revenue, about 1.25% goes to the school system through the State Department of Education formula, and another 
0.7% supports regional transportation. General Sales underperformed in both FY 2013-14 and FY 2014-15, and 
as a result, the revenue forecast for FY 2015-16 was revised downward to bring it more in line with the recent 
trend. The reason for the overestimation of General Sales revenue was due to the anticipated increase as a result 
of the “Amazon Tax” adopted by the State legislature. The State was expecting a $24 million increase from taxing 
online sales but this increase has not materialized due to Congressional inaction thus far and, as a result, General 
Sales revenues were slightly lower than anticipated. Budgeted General Sales revenue has been adjusted 
accordingly in FY 2016-17 and is projected to grow at a rate of 3% annually for the remainder of the forecast 
period. 
 

 
 
  
State Shared Sales Tax is the part of the statewide sales tax that is designated to fund the public school system. 
This funding source is anticipated to grow steadily by about 2% each year through FY 2020-21. 
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One of the concerns with Sales Tax is the lack of a standard internet sales tax. The Census Bureau tracks E-
Commerce sales, which represented 6.8% of all retail sales in 2015. If the national estimate of E-Commerce sales 
serves as a proxy for forgone Sales Tax in Virginia Beach, an additional 6.8% of General Sales would translate into 
$4.26 million or equivalent to about 0.81 cents on the Real Estate Tax rate. Cumulatively, since the Census Bureau 
began tracking E-Commerce sales in FY 2000-01, the City has missed out on approximately $29.6 million in tax 
revenues. The Market Place Fairness Act could result in a significant increase in local Sales Tax. Another factor 
which is impacting sales tax revenue is the fact that sales tax is only applied to goods sold, not services. Application 
of this tax to services such as haircuts, accounting, and legal services is estimated by The Thomas Jefferson 
Institute for Public Policy to be $440,000,000 million in additional revenue statewide. Of this, Virginia Beach’s 
portion would be the equivalent of $24 million to this revenue. 

 
 
Numerous factors are contributing to the declining trend in cigarette tax revenue: health awareness, non-smoking 
legislation, cancer litigation, price increases, internet sales, gray and black-market purchases, and the availability 
of e-cigarettes (which is not subject to Federal, State, or local cigarette taxes). According to the Centers for Disease 
Control, the percentage of the population who smoked has declined from 33.2% in 1980 to 17.8% in 2013. In 
addition, historically the revenue from the cigarette tax declines after a tax rate increase. Presumably, this 
encourages either cessation or alternative purchasing decisions. 
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In order for a business or establishment to sell cigarettes, they must first purchase cigarette tax stamps for each 
pack of cigarettes they intend to sell. The business then builds the cost of this tax paid into the price of the pack 
of cigarettes. Consumers do not have the tax added on at the end of the point of sale; however, the tax is included 
in the per pack cost. 

 
 
In FY 2014-15, the City realized $700k more in cigarette tax revenue than budgeted due to the bulk purchasing 
of cigarette stamps by wholesalers prior to the 75 cents rate established in FY 2015-16. This creates a lag in 
Cigarette Tax revenue as businesses will take some time to work through their stockpile of cigarette stamps before 
they need to replenish their supply. As a result, the City is anticipating a 5% revenue decrease, about $600k, in 
FY 2016-17. The Cigarette Tax revenue is used to support the City’s Economic Development Investment Program, 
Tourism Investment Program, and City / School Operations. 

 
 

In FY 2014-15, realized revenue from the Hotel Tax outperformed the budgeted amount by almost $200,000, or 
about 3%. Hotel revenue is projected to grow by 2% in FY 2016-17 and then grow at a rate of 3.5% annually for 
the remainder of the forecast period. The State of the Region Report has observed a shift in regional hotel 
revenues away from the ‘Historic Triangle’ of Williamsburg, Jamestown, and Yorktown, and towards the South 
Hampton Roads cities, namely Virginia Beach.  
 
One potential issue with FY 2015-16’s Hotel Tax could be lower than anticipated realized revenue due to the 
recent weather, particularly the threat of Hurricane Joaquin which resulted in the cancelation of the Neptune 
festival. It remains to be seen if this will have any major impact on collected revenue for the current fiscal year. 
Revenue from Hotel Tax also supports the Tourism Investment Program, Tourism Advertising Program, the Central 
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Business District Tax Increment Financing (TIF), and the Sandbridge Special Service District (SSD) as well as the 
City and School System. 
 

 
 
The Restaurant Meals Tax rate for Virginia Beach is 5.5%. This revenue is expected to increase at an annual rate 
of 3 – 4% for the forecasted years. Even during the recession, restaurant tax income remained relatively flat and 
never trended negative while other revenue sources were dropping. This seems to indicate that eating out is 
becoming an increasingly important priority for many households. Supporting this claim is the fact that restaurant 
meal sales in Virginia Beach accounted for 46% of all food expenditures in the City. 
 
Several initiatives are directly supported by the Restaurant Meals Tax including the Tourism Investment Program, 
Open Spaces, Multi-Modal Transportation, and the Tourism Advertising Program as well as City and School 
programs. 
 

 
 
As a part of cuts in the wake of the recession, State Aid to Virginia Beach was cut in several key areas. ABC and 
wine tax revenue was reduced by $1.8 million in FY 2008-09, roadway funding was lowered $25.8 million in FY 
2010-11, and school funding (adjusted for the decline in pupils) was cut $36 million between FY 2008-09 and FY 
2014-15. These revenues were reduced during the recession and the State has still not restored the cuts. 
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State Revenue has been increasing for both the City and School operating funds since FY 2010-11 except for 
one small dip to the City’s General Fund in FY 2012-13. State contributions to the City are expected to grow by 
about 1% through FY 2020-21 while state school funding is anticipated to increase between 1 – 3% over the 
same period. It is important to note that while the actual State revenues for the City appear to be consistently 
underperforming its budgeted amounts, this is largely due to unrealized budgeted expenses from departments 
that are heavily reimbursed by the State such as Human Services. 

 
 
 
Althought the Federal government recently passed a new budget deal, there remains a great deal of uncertainty 
regarding Federal funding for the City and Schools in the coming years. While direct Federal funding to both the 
City and School operating funds are forecasted to remain mostly flat in the coming years, the City can expect an 
increase in indirect revenue as Federal dollars flow into the area in the form of military contracts and pay which 
will help stimulate the Virginia Beach economy. 
 
The cause of the sharp increase and subsequent drop in Federal revenue for the School Operating Fund in FY 
2011-12 through FY 2013-14 is due to the loss of stimulus funding. 
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Use of Fund Balance - City 
Fiscal Year City Operating 

Budget 
School Operating 

Budget 
Capital Improvement 

Program 
Total Use City General 
Fund – Fund Balance 

2011-2012  $6,236,739  -  $19,736,829   $25,973,568  
2012-2013  $ 9,887,917   $9,200,000   $16,611,054   $35,698,971  
2013-2014  - -  $21,759,001   $21,759,001  
2014-2015  - -  $20,087,524   $20,087,524  
2015-2016   $5,166,556  -  $12,392,534   $17,559,090  
2016-2017  $10,000,000  -  $6,873,937   $16,873,937  
2017-2018 $5,000,000  -  $6,873,937   $11,873,937  
2018-2019 -  -  $5,859,723   $5,859,723  
2019-2020 - -  $6,642,777   $6,642,777  
2020-2021 - -  $ 3,409,000   $ 3,409,000  

 
The table displays use of fund balance in the FY 2015-16, FY 2016-17 and FY 2017-18 operating budgets to 
address a spike in funding requirements associated with the expiration of our agreements with the Southeastern 
Public Service Authority (SPSA). As these agreements end, there is an expectation that the tipping fee paid by the 
City to dispose of solid waste will increase from our capped rate of $56 per ton to the current market rate of $125 
per ton, and the City will also lose the SPSA reimbursement for the operation of the City’s landfill. This increase is 
estimated to cost $5.16 million in FY 2015-16, $10 million in FY 2016-17 and $5 million in FY 2017-18. With the 
tonnage Virginia Beach will be bringing into the SPSA market, the market rate is projected to decline from $125 
per ton to $65 in January 2018.  
 
It is anticipated that a new agreement will be negotiated with SPSA to continue use of the City’s landfill. Because 
both the landfill reimbursement and loss of the tipping fee cap are “one-time” in nature due to the short term 
impact, it is recommended that General Fund – Fund Balance be appropriated to cover the increase as opposed 
to adjusting the residential solid waste fee. 

 
Both Finance and Budget and Management Services will be working together to examine the City’s current fund 
balance policy (to maintain a level of between 8-12% of the following year’s revenues) to determine if adjustments 
need to be made. 
 

Use of Fund Balance - School 
Fiscal Year Schools Operating 

Budget 
Capital Improvement 

Program 
Total Use of School Reversion, 

and Sandbridge TIF Surplus 
2011-12 $13,300,000 $4,126,927 $17,426,927 
2012-13 $13,000,000 $1,591,000 $14,591,000 
2013-14 $17,116,978 $474,022 $17,591,000 
2014-15 $18,000,000 $1,591,000 $19,591,000 
2015-16 $8,299,318 $3,591,000 $11,890,318 
2016-17 - $3,591,000 $3,591,000 
2017-18 - $3,591,000 $3,591,000 
2018-19 - $3,591,000 $3,591,000 
2019-20 - $3,591,000 $3,591,000 
2020-21 - $3,591,000 $3,591,000 

 
The Schools use of fund balance in the School Operating Budget comes from two funding sources: (1) declaration 
of the Sandbridge Tax Increment Financing (TIF) funding and (2) reversion funding (fund balance from the School 
Operating Fund) that is appropriated in the School Reserve Fund by City Council for the School Board to address 
future needs.  
 
By policy, the Sandbridge TIF has generally been appropriated in the Schools’ Capital Improvement Program, but 
the School Board with City Council approval redirected a portion to their operating budget in FY 2012-13, FY 2013-
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14 and FY 2014-15. For the purposes of future years of the forecast, the Sandbridge TIF is assumed to only be 
used in the Capital Improvement Program. 
 
The largest portion of fund balance usage shown in the School Operating Budget is from the School Reserve Fund. 
While no fund balance is shown in the future years of the forecast, the Schools are showing a deficit in the first 
two years of the forecast, and the Schools may continue to use fund balance to avoid drastic reductions. The good 
news is the Schools are showing a surplus in years three through five of the forecast and would not use fund 
balance if this projection holds. 
 

 
 
Total City Operating Fund revenues are currently projected to rise 2.2% in FY 2016-17 and then between 1.4% 
and 2% for each subsequent year through FY 2020-21. Revenues for Schools are expected to grow about .5% in 
FY 2016-17 and then grow between 1.5 and 2% through FY 2020-21, mirroring the projected growth for the City 
Operating Fund. 
 
FY 2015-16 represents an important milestone as it is the first time that total budgeted revenues are projected 
to exceed FY 2009-10 levels which was the peak before the recession hit Virginia Beach in earnest. This is good 
news because it demonstrates the area’s continued recovery and growth, however, revenues are still not 
increasing at the pace they were pre-recession. This means that an average revenue growth of about 2% appears 
to be the new normal.  
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Expenditures 
 
 
 
This section will examine expenditures in the General Fund and the School’s Operating Fund for the City and 
School system. It will focus on key cost drivers within personnel, operating, and debt service accounts. 

 
In order to highlight expenditure trends in the General Fund, the two graphs below show the City expenditures net 
of the transfer to the School system since this is tied to the City/School Revenue Sharing Formula and the School 
expenditures. The transfer to Schools in FY 2015-16 was $403 million or 39% of the total General Fund. 
 

 
Key assumptions for these forecasts are: 
 
• That no new staff are included, with the exception of new facilities opening. 
• No salary increases are included after the final year of the Virginia Retirement System (VRS) mandated 

increase with the exception of the final year of the horizontal compression approved by City Council and the 
next year of the School’s Unified Pay Scale adjustment in FY 2016-17.  

• Health insurance will increase based on usage and costs. 
• Pension costs will increase based on VRS actuarial requirements and General Assembly actions. 
• Operating accounts will increase based on inflation. 
• Reasonable equipment replacement schedules for computers, school buses, and other equipment have been 

assumed. 
• Debt Service is based on full use of projected charter bond capacity and no additional projects. 
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Key components of these drivers and their impacts on the City and School’s expenditures are discussed below. 
 

Compensation Cost Drivers: 
 

Since 2011, pay increases to City and School employees have averaged 2.25% with the low point being in 2011 
when no pay raise was provided to a high of 4% provided in FY 2015-16. Over the forecast period, the main drivers 
of compensation costs are not salary increases. The only salary increase included over the entire forecast period 
is the final required VRS increase of 1.34% in FY 2016-17 (the required increase is only 1%; however, the City and 
Schools will provide an additional 0.34% to offset tax impacts on employees). FY 2016-17 is the final year of the 
phase-in of the requirement to have employees contribute 5% towards their retirement and to offset that increase 
with corresponding pay increases. The long term sustainability of providing no pay increases is certainly a concern 
and later in this report, the impact of changing that assumption is discussed.  

 
If salary increases are not the driver of rising compensation costs, what is?  

 
For both the City and Schools, the two primary drivers are 
health care and retirement contributions.  

 
The current cost trend for the self-insured health insurance 
program is an 8% increase based on rising medical usage 
and cost trends by employees. Under the new City Council 
and School Board policy of using a defined contribution 
strategy for the employer’s contribution to health 
insurance, the forecast shows this flat amount increasing 
by 5% each of the next five years. This means that the 
remaining medical trend cost increase will be borne by 
employees. The Benefits Executive Committee continues to 
implement ways to reduce costs of medical care, through 
negotiating lower prescription costs with preferred pharmacies; having spouses, where feasible, use their 
employer’s health insurance rather than the City’s; and by encouraging employees to work on their own wellness 
through an expanded wellness program. All of these efforts are to more positively bend the medical usage and 
cost curves for the health insurance program. Even with these efforts, employees will see significant increases in 
health insurance premiums and deductibles over the forecast period. 

 
Retirement costs are also projected to increase for the City and Schools. The forecast assumes that the employer’s 
contribution rates will increase by 1% every year as VRS and the General Assembly realigns pension contributions 
to meet the rising number of employees projected to retire and the unfunded pension liabilities. The spikes and 
dips illustrated on the graph for VRS were caused by recessionary decisions by the General Assembly to artificially 
lower contributions to the teachers’ pension system. 

 
In total, fringe benefits for the City and Schools will continue to increase. From FY 2011-12 through FY 2015-16, 
these costs are up 15% ($15.3m) for the City and 25.7% ($33.2m) for the Schools. Looking forward, both systems 
will see a combined increase from FY 2016-17 through FY 2020-21 of 17.7% or $48.5 million. 
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Operating Cost Drivers: 
 
Operating accounts represent the day to day expenses, not related to personnel, to operate the various City and 
School programs. These expenses are anticipated to increase by roughly the rate of inflation over the next five 
years with the following exceptions, fuel costs, opening of new facilities through the Capital Improvement Program, 
and rising costs of risk management. During the forecast period, the City will open the Adam Thoroughgood House 
Visitor Center, the Aquarium Marsh Pavilion Enhancements, the Virginia Aquarium Marine Animal Care Center, the 
Police Fourth Precinct-Replacement and the Housing Resource Center resulting in the need for new staff and 
operating costs which will have a budgeted impact in FY 2016-17 of $3,631,940.  

 
Fuel costs, as were previously discussed in this report, are declining for both the City and Schools resulting in over 
$3 million savings since 2014. This has allowed a decrease in these costs for the forecast period without changing 
consumption patterns. Though the City and School system are constantly monitoring vehicle usage, moving 
towards more fuel effective vehicles (either downsizing vehicles or reducing the number of vehicles), and 
encouraging route redesign. All of the economists at the economic summit believe that fuel prices will stay low 
through 2016. 

 
Both the City and School System continue to see rising risk management costs due to actuarial projections of 
insurance requirements, system and worker’s compensation costs. For the City and School system this has 
required regular infusions of funding to meet these higher demands. In FY 2016-17, the City projects an increase 
in risk management costs of $2.5 million. 
 
Overall, School operating expenditures grew in total by 6% ($45.7m) between FY 2011-12 and FY 2015-16 and 
will continue to increase by an average of 1% each year for a total increase of $36 million. Similarly, the City’s 
expenditures (netting out School and other transfers) have increased by $44.9 million, or 7.7%, from FY 2011-12. 
Over the forecast period they are anticipated to grow by $84.2 million, or 12.6%. 

 

Debt Service as a Driver of Costs:  
 

The City and School Debt Service is managed by the City’s Finance Department, with bond sales occurring once a 
year, generally in the spring. A couple of factors determine the need for a bond sale: (1) the speed at which projects 
approved by City Council and the School Board are constructed--the faster projects move the earlier we will need 
to issue debt; and (2) issues in the Municipal Bond Market also influence the timing and size of individual bond 
sales. 

 
For the purposes of the Five-Year Forecast, Debt Service is projected assuming that all available charter bond 
capacity is used in each of the five years, but non-dedicated public facility bonds are not included during the 
forecast period. It’s important to note that for the City there is approximately $134 million in authorized “non-
dedicated” debt that is currently unissued debt (not yet sold). For Schools this amount of unissued debt is $52.6 
million. It is typical to have two to three years of unissued debt based on timing of expenditures in CIP projects 
and bond reimbursement requirements related to issues like arbitrage. This does mean that, even if no CIP 
projects were funded in the six years of the CIP, Debt Service would still increase over the next two to three years 
until all existing authorized bonds have been fully issued. 
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For Schools, Debt Service is expected to 
decrease 5.1% over the forecast period based on 
the approved CIP. This is due to early bond sales 
either being paid off or being refinanced at a 
lower interest rate. This projection does not 
include the School’s allocation of debt due to 
expansion of the School Modernization Program.  

 
City Debt Service is increasing over the forecast 
due to the assumption that the City will issue 
debt at recent levels to support the backlog of 
government projects. This means City Debt 
Service is anticipated to increase from $49.7 to 
$66.1 million, or 24.9%, in the General Fund over 
the next five years. This projection does not 
include debt for the Light Rail project or the Arena 
should they occur; debt associated with these 
projects will be budgeted in the Multimodal 
Transportation and Tourism Investment Program 
Special Revenue Funds.  
 
Over the past several years, the City has been using non-dedicated Public Facility Bonds to supplement Charter 
Bonds to address the growing backlog of public infrastructure needs. While this approach reduces current 
maintenance costs with timely replacement of infrastructure, it also impacts future operating budgets with 
increased Debt Service, which impacts the ability to fund current services. As a comparison, City Council created 
dedicated funding sources during the FY 2015-16 budget process to fund light rail. These funding sources come 
from an increased dedicated real estate tax, rededication of the Agriculture Reserve Program (ARP) and Open 
Space funding, and an increase in the Automobile License. This ensures an on-going funding source to pay for the 
project and its operation and maintenance costs – if City Council approves the project at a later date.  
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Base Forecasts 
 
The following graphs bring the City and School base forecasts of revenues and expenditures together to illustrate 
the gap between the two. General Fund expenditures and revenues are graphed for FY 2011-12 through FY 2020-
21. It includes local funding for Schools and transfers to other funds. If all other variables remain constant, 
expenditures will exceed revenues by $31.3 million in FY 2016-17. In the remaining forecast years, projected 
deficits are: FY 2017-18 $22.3 million, FY 2017-18 $15.8 million, FY 2018-19 $10.9 million and FY 2020-21 
$.14 million, respectively. Please note that the projected deficits did not include any salary increases except for 
the required VRS increase in FY 2016-17 or debt for major projects, which are funded outside of the General Fund. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The next graph shows the same for the Schools Operating Fund. If all other variables remain constant, School 
expenditures will exceed revenues by $16.2 million in FY 2016-17. In the remaining forecast years, projected 
deficit/surpluses are: FY 2017-18 ($4.5) million, FY 2018-19 $4 million, FY 2019-20 $10.2 million and FY 2020-
21 $18.4 million, respectively. Schools have not indicated the use of any reversion funds for FY 2016-17. 

 
Unlike the City’s forecast where revenues never exceed the projected expenditures, for Schools, if all assumptions 
hold true then beginning in FY 2018-19, revenues should exceed anticipated expenditures. For the School system, 
this will hinge on City revenues continuing to grow and providing a steady increase in local support and the State 
increasing basic aid funding while growth in expenses remains very low. Key among this is the assumption that no 
pay raises will be provided other than the VRS mandate in FY 2016-17. 
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As has been demonstrated in an earlier section of this report, the anticipation is that the region and Virginia Beach 
will experience economic growth at a very tepid pace and that a recovery back to pre-recessionary levels in terms 
of revenues, local economic growth, and changes in the housing market are not anticipated in the five-years of 
this forecast, if at all. This will mean the reality of these forecasts, even the School’s forecast with surpluses in the 
out years, will require difficult choices. 
 

Summary of Expenditures and Revenues for City and Schools* 
 

 

Scenarios 
 
This section will discuss two alternative revenue growth scenarios based somewhat on historical collections for 
the City and Schools. These two alternative revenue scenarios are designed to help the reader understand the 
base revenue forecast. The City’s optimal growth in revenues would be between 4-5% which occurred during a 
healthy and normal growing economy (between 2000-2004). Currently, the average revenue growth for City and 
Schools is at 1.6% for the next 5 year period. This is far below what has historically occurred, but this slow growth 
is what economists are referring to as the new normal, and no economist at the Economic Summit indicated that 
we would see revenue growth coming close to what the historical norm has been. All revenue scenarios are 
assuming that expenditures would continue to grow at their forecasted rates (i.e. no pay increases).  

 
To do this we have added the School’s and City’s base forecast expenditures (from tables at the end of the 
expenditure section) together and compared them to the base forecast’s combined revenues. While this would 
not be technically true, in the out years the School’s surplus is coming somewhat from State revenues and could 
not be used to offset the City’s deficit, it will provide a base to which we can compare the various scenarios. This 
results in a combined base annual deficit of $31.3 million in the first year. Combined deficits for the forecasted 
years are listed in the table below. 
 
The following graphs highlight what happens if revenues were lower and higher than our base revenue 
assumptions and roughly would mimic the best and worst average growth the City has experienced. The final 
scenario and graphs illustrate what would happen to the forecast if the assumption of no pay increases was 
changed to a modest increase. 
  

City FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21
Personal Services 372,602,518$               385,861,740$                  390,256,708$               394,651,677$               399,046,645$               403,441,613$               
Operating 157,586,626$               168,268,824$                  172,462,394$               178,879,145$               185,090,973$               191,724,645$               
Debt 49,682,686$                 54,067,375$                    57,741,824$                 61,934,896$                 66,004,381$                 66,138,751$                 
Transfers 467,620,221$               477,525,484$                  483,294,279$               486,059,154$               494,054,559$               502,286,182$               
Total Expenditures 1,047,492,051$          1,085,723,424$             1,103,755,205$          1,121,524,871$          1,144,196,558$          1,163,591,192$          

Less: Revenues 1,047,492,051$            1,070,651,067$               1,085,973,611$            1,101,707,757$            1,123,064,689$            1,145,059,974$            
(Deficit)/Surplus -$                               (15,072,357)$                   (17,781,594)$                (19,817,114)$                (21,131,868)$                (18,531,218)$                

Schools FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21
Personal Services 602,311,077$               615,208,538$                  618,135,031$               621,943,126$               625,263,912$               629,401,998$               
Operating 95,231,715$                 100,501,400$                  101,236,070$               102,894,009$               104,575,977$               106,382,762$               
Debt 44,756,843$                 46,433,235$                    44,720,764$                 42,768,735$                 43,933,322$                 42,468,022$                 
Transfers 7,635,643$                   7,635,643$                      7,635,643$                   7,635,643$                   7,635,643$                   7,635,643$                   
Total Expenditures 749,935,278$              769,778,816$                 771,727,508$              775,241,513$              781,408,854$              785,888,425$              

Less: Revenues 749,935,278$               753,555,652$                  767,202,998$               779,261,600$               791,616,906$               804,275,629$               
(Deficit)/Surplus -$                               (16,223,164)$                   (4,524,510)$                  4,020,087$                   10,208,052$                 18,387,204$                 

*Please note the table above includes a transfer from the General Fund to the School Operating Fund related to the City and School Revenue Sharing Formula. 
The transfer will be netted out in the next scenarios 
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Low Revenue Growth 
 
By far the lowest average five year growth period for the City and Schools was the recent recession where revenue 
growth was -1% for the City and -2.65% for Schools. This low percentage growth in revenues occurred from FY 
2009-10 to FY 2013-14. All of the economists we spoke with believe that the Hampton Roads and national 
economies will see continuing growth but at a slower pace than past experience making the likelihood of another 
recession unlikely in the forecast period. Because of this, the low growth scenario does not include negative 
growth, but flat revenue growth. A major shift in Federal spending in the region, a slowdown in home values, or 
some world economic shock could easily cause the 1.6% growth to be flat over the next five years. Having flat 
revenue growth would mean an decrease of $21.6 million in revenue supporting City and School programs and 
would increase the base forecast deficit from $31.3 million to $58.1 million in FY 2016-17. The projected deficits 
for FY 2016-17 to FY 2020-21 are listed below. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 
 

 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 
Total Base Deficit $(31.3) $(22.3) $(15.8) $(10.9) $(.14) 
Total Low Revenue Growth Deficit $(52.9) $(66.1 $(80.7) $(102.7) $(119.6) 
Change $(21.6) $(43.8) $(64.9) $(91.8) $(119.4) 
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*Revenue/Expenditures net of City/School Revenue Sharing Formula 
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High Revenue Growth 
 
During the greatest periods of recent revenue growth (2005 to 2009) for the City and Schools the average 
percentage of revenue growth was 7.53% and 6.71%, respectively and it is highly unlikely that this growth would 
occur in the near future. According to the economists attending the recent Economic Summit, this level of growth 
would be hard to achieve when looking at the current economy and what factors are influencing its growth. Also, 
this high rate of growth occurred in the pre-recession housing boom of 2005 to 2009. 

 
To create a more realistic forecast, we assumed that we would take the highest combined growth of the City and 
School revenue and cut it in half to an average of 3.56%. This is a more realistic and potentially achievable growth 
rate, with modest improvements in business activity, wages, and military spending as drivers.  

 
With this growth rate (3.56%) the City and Schools would see revenue projections increase by $28 million which 
would bring the FY 2016-17 base deficit of $31.5 million to $3.3 million. All other forecasted years in this scenario 
are projecting a surplus. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 
Total Base Deficit $(31.3) $(22.3) $(15.8) $(10.9) $(.14) 
Total High Revenue Growth Surplus $(3.3) $34.9 $73.5 $106.6 $146.8 
Change $28.0 $57.2 $89.3 $117.5 $146.9 

 
The two previous scenarios are outside of the base forecast by adjusting revenue growth upward and downward 
from what we expect. Both of these scenarios presented show expenditures that only have one pay increase 
assumed for the forecasted years and that is the 1.34% VRS increase in FY 2016-17. For the final scenario, we 
will adjust expenditures by pay increases. 
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Expenditure Growth, Minimal Salary Increases  
 
As was previously noted, historically pay increases have ranged from zero to the most recent 4% increase. The 
graph below is showing the impact on expenditures if the City and Schools employees were to receive an additional 
1.66% salary increase, above the mandated 1% VRS increase for each forecasted year. This scenario assumes 
that the revenues will not increase or decrease from the base forecast. Under this scenario, the deficit is projected 
to increase from its base level of $31.3 million in FY 2017 to over $46.3 million or an additional $15 million in FY 
2016-17. 
 
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 
Total Base Deficit $(31.3) $(22.3) $(15.8) $(10.9) $(.14) 
Total Deficit $(46.3) $(52.3) $(60.3) $(71.2) $(75.7) 
Change $(15.0) $(30) $(44.6) $(60.2) $(75.6) 
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Conclusion 
 
 
 
A reoccurring theme for many of our previous five-year forecasts have been low growth of revenues after the Great 
Recession. Many factors have led to lower than normal growth: slower recovery than usual from this recession 
than in past recessions particularly in the housing market; State reductions to City and School programs; and the 
effects of sequestration, especially with the region’s heavy reliance on the military. Clearly the focus of the City 
and School’s financial planning efforts moving forward will be ensuring the sustainability of programs. This effort 
will result in prioritization of programs where community dialogue will be critical placing emphasis on the 
measurement of programs to understand their impact on the community. Any significant new programs and/or 
capital projects should require an identified funding source to ensure that initiative can be sustained. 
 
This effort began in earnest during past budget cycles. Examples include: 
 
• The City Council appointed a committee that reviewed and benchmarked the City’s Elderly Tax Relief Program. 

Their recommendations were eventually approved by City Council and resulted in $2.7 million in annual 
savings. 
 

• Continuously work with the Process Improvement Steering Committee to identify ways to improve service 
delivery and reduce costs. 
 

• Elimination of the Drug Abuse Resistance Education (D.A.R.E.) program, which resulted in elimination of 11 
FTE’s. According to the Department of Justice, participation in D.A.R.E. provides no significant long-term 
reduction in substance abuse. 
 

• New and reallocation of existing dedicated funding sources were established for capital projects related to 
light-rail and the arena. 
 

Moving forward, a series of steps have been initiated to address the projected deficit in the upcoming budget 
cycle: 
 
• The City initiated a hiring freeze in October 2015 with the expected impact to be twofold: ensuring fund balance 

is available to address the increase in SPSA costs until a new long-term contract is finalized and creating a 
sufficient number of vacancies if programs (and positions) are proposed for elimination in the upcoming 
budget process. 
 

• The City Manager, Deputy City Managers, and School staff are actively engaging with departments to review 
possible reductions on a programmatic basis to achieve any possible savings opportunities. 
 

• Every existing CIP project in the six-year plan is under review for possible deferral or elimination from the 
Capital Improvement Program. 
 

• On November 18th, the Schools will be sending a Reversion Resolution (after approval by the School Board) to 
City Council requesting approximately $8.3 million of FY 2014-15 reversion funds to be placed into the School 
Reserve Special Revenue Fund. This will cover over half of the projected Schools budget deficit for next year. 
The Superintendent and Chief Financial Officer (CFO) will develop the Superintendent’s Estimate of Needs (a 
balanced budget) that will be presented to the School Board in early February 2016. This budget will include 
any necessary budget cuts and optimistically, additional State funds. It will also include other identified needs 
of the school district.  
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Over the next several months, City and School staff will work diligently to bring you a balanced budget based on 
the identified goals of City Council and School Board members. It is important to note that the City and Schools 
have faced far greater deficits during the depths of the recession and have consistently brought budgets forward 
that were balanced and focused on critical service delivery to the community. Has this process been painful, yes. 
Has it resulted in both revenue increases and staffing decreases, yes. But staff have identified the issues and 
concerns and worked with both the City Council and School Board members to meet community needs. We are 
looking forward to engaging the community and City and School employees about the resource challenges ahead. 



City General Fund Expenditure

Personal Services 240,317,945      241,447,269        252,286,710   264,196,154     270,763,029     279,113,137     279,113,137     279,113,137          279,113,137     279,113,137      
Fringe Benefits

VRS 38,647,339        45,374,928          41,751,740     41,792,201        41,768,127        44,002,202       46,538,352       49,074,502            51,610,652       54,146,802        
Health Insurance 28,091,211        32,212,950          34,692,339     34,669,538        34,477,776        37,537,290       39,396,108       41,254,927            43,113,745       44,972,563        

Life Insurance 615,278              2,611,212             2,720,845        3,073,866          3,224,666          3,347,718          3,347,718         3,347,718              3,347,718         3,347,718          
All Other Fringe Benefits 19,215,861        19,045,166          20,217,931     24,230,249        22,368,920        21,861,393       21,861,393       21,861,393            21,861,393       21,861,393        

Contractual Services 42,382,087        42,841,345          41,786,114     46,631,736        48,315,832        49,282,149       50,267,792       51,273,147            52,298,610       53,344,583        
Internal Services 21,495,550        23,240,177          24,610,286     26,359,672        26,894,650        29,394,313       32,039,801       34,923,383            38,066,488       41,492,472        
Other Charges 88,636,775        83,312,514          84,616,154     80,708,683        71,471,410        72,900,838       74,358,855       75,846,032            77,362,953       78,910,212        
Capital Outlay 5,047,176           5,996,684             7,954,481        6,161,296          6,305,363          8,431,470          8,431,470         8,772,102              8,947,544         9,126,495          
Leases and Rentals 4,019,521           4,027,555             4,017,159        4,157,087          4,537,367          4,628,114          4,720,677         4,815,090              4,911,392         5,009,620          
Land Structures & Imp. 802,334              65,534                  287,225           - 62,004                - - - - - 
Capital Improvement 
Program (CIP) Operating 
Budget Impacts

- - - - 3,631,940          2,643,799         3,249,390              3,503,986         3,841,265          

Debt Service Charges 44,862,754        48,083,117          45,083,433     48,304,906        49,682,686        54,067,375       57,741,824       61,934,896            66,004,381       66,138,751        
Reserves/Dedicated Tax 
Reserves

           3,426,977              3,043,072         2,746,494            2,426,497            2,592,903            2,500,000           5,368,887                5,368,887           5,368,887            5,368,887 

Transfers - - - - - - - - - 
Schools 354,089,081      363,252,254        382,098,154   392,742,424     403,917,608     409,127,164     415,909,106     422,533,655          429,365,928     436,411,156      

All Other Transfers 55,833,537        76,327,879          40,434,652     40,353,081        55,943,154        55,898,320       57,016,286       58,156,612            59,319,744       60,506,139        
Ash & Residue 5,166,556          10,000,000       5,000,000         

947,483,426      990,881,656        985,303,717   1,015,807,390  1,047,492,051  1,085,723,424 1,103,755,205 1,121,524,871      1,144,196,558 1,163,591,192  

Percent Change from 
Previous Year (in total) -2.370% 4.580% -0.563% 3.096% 3.119% 3.65% 1.66% 1.61% 2.02% 1.70%

City General Fund Revenue

Real Estate 421,768,846      438,975,636        427,074,330   443,222,611     467,993,529     477,678,665     489,856,304     501,887,614          514,280,492     527,043,673      
Personal Property 123,689,318      132,412,895        138,576,713   137,161,976     143,202,520     146,979,656     148,462,574     150,590,531          152,769,508     155,000,779      
General Sales Tax 52,958,340        54,098,252          57,987,462     60,016,191        59,780,905        61,646,895       63,496,302       65,401,191            67,363,227       69,384,124        
Utility Tax 25,514,911        25,700,397          25,123,967     25,150,998        25,579,267        25,472,704       25,727,431       25,900,427            26,075,153       26,251,626        
Telecommunications Tax 20,146,396        19,279,076          19,694,924     19,744,161        18,225,052        16,998,982       16,489,012       15,994,342            15,514,512       15,049,076        
Business License 41,342,542        42,423,932          42,791,543     47,600,886        46,842,468        46,389,703       47,456,666       48,548,169            49,664,777       50,807,067        
Automobile License 9,275,877           9,627,435             9,419,062        9,627,331          9,534,845          9,336,210          9,336,210         9,336,210              9,336,210         9,336,210          
Cigarette Tax 10,872,856        11,218,625          12,109,969     12,148,649        11,642,478        11,063,425       11,063,425       10,858,751            10,657,864       10,460,694        
Hotel Room Tax 5,514,670           5,622,146             6,066,374        6,017,443          6,328,444          6,714,871          6,950,732         7,194,613              7,446,785         7,707,531          
Restaurant Meal Tax 32,933,261        35,146,135          37,060,590     38,003,613        38,725,640        41,342,843       42,990,556       44,704,179            46,486,346       48,339,800        
Other Taxes 14,677,555        16,690,556          17,005,932     17,617,261        17,453,648        18,352,776       18,797,408       19,256,929            19,731,907       20,222,932        
Permits, Privilege Fees, etc. 3,807,700           4,476,243             4,794,486        5,092,563          5,144,605          5,170,328          5,196,180         5,222,161              5,248,271         5,274,513          
From Use of Money & 
Property

5,117,130           5,095,499             5,282,570        5,548,179          5,392,000          5,418,960          5,446,055         5,473,285              5,500,651         5,528,155          

Charges for Services 33,149,382        34,175,279          37,054,562     39,964,597        39,816,645        40,015,728       40,215,807       40,416,886            40,618,970       40,822,065        
Miscellaneous Revenue 6,301,765           6,109,436             6,105,633        5,292,859          5,185,545          5,211,473          5,237,530         5,263,718              5,290,036         5,316,487          
Fines and Forfeitures 5,900,060           6,043,373             6,039,884        6,706,205          6,966,800          7,001,634          7,036,642         7,071,825              7,107,185         7,142,720          
State Revenue 89,854,567        91,967,996          95,206,178     95,626,175        98,075,739        99,056,496       100,047,061     101,047,532          102,058,007     103,078,587      
Federal Revenue 21,663,376        16,699,201          17,448,209     19,144,339        19,642,222        19,838,644       20,037,031       20,237,401            20,439,775       20,644,173        
Reserves 6,236,739           21,087,917          3,116,978        2,000,000          5,166,556          10,000,000       5,000,000         - - - 
Transfers 16,758,135        14,031,627          17,344,351     16,772,353        16,793,143        16,961,074       17,130,685       17,301,992            17,475,012       17,649,762        

947,483,426      990,881,656        985,303,717   1,012,458,390  1,047,492,051  1,070,651,067 1,085,973,611 1,101,707,757      1,123,064,689 1,145,059,974  
Percent Change from 
Previous Year (in total)

-2.370% 4.580% -0.563% 2.756% 3.460% 2.211% 1.431% 1.449% 1.939% 1.959%

Revenue to Expenditures 
Variance by Fiscal Year (15,072,357)     (17,781,594)     (19,817,114)          (21,131,868)     (18,531,218)      

FY 2016-17 
Forecast

FY 2011-12 
Adopted

FY 2012-13 
Adopted

FY 2013-14 
Adopted

FY 2014-15 
Adopted

FY 2016-17 
Forecast

FY 2015-16 
Adopted

FY 2015-16 
Budgeted

FY 2017-18 
Forecast

FY 2018-19 
Forecast

FY 2019-20 
Forecast

FY 2019-20 
Forecast

Assumptions:  Includes salary increase of 1.34% (7/1/16)  for all FT/PT City FTEs  related to 5-year schedule in FY 2016-17 (final year). Health Insurance cost assume an 5% annual increase. All VRS Plan rates 
will be the same in FY 2016-17 and the spreadsheet assumes no increase in FTE's in the forecasted period, with the exception of new facilities opening.  VRS Rates are based on the following percent of full-
time salaries by fiscal year: FY 2016-17 (17.35%), FY 2017-18 (18.35%), FY 2018-19 (19.35%), FY 2019-20 (20.35%), FY 2020-21 (21.35%). $2.5 million Risk Management increase. Operating accounts will 
increase based on inflation. Debt Services is based solely on the approved Capital Improvement Program.

FY 2020-21 
Forecast

FY 2011-12 
Adopted

FY 2012-13 
Adopted

FY 2013-14 
Adopted

FY 2014-15 
Adopted

FY 2017-18 
Forecast

FY 2018-19 
Forecast

FY 2020-21 
Forecast
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Schools Operating Fund Expenditure

Personal Services 427,919,676        425,485,491        427,435,361        436,502,429            439,885,158            449,290,309        449,290,309          449,290,309          449,290,309          449,290,309              
Fringe Benefits

VRS 47,869,409          66,182,178          62,645,617          69,711,679               64,288,315              64,481,180          64,481,180            65,125,992            65,125,992            65,777,252                
Health Insurance 44,806,361          52,226,764          52,829,141          56,929,189               57,371,968              60,240,566          63,252,594            66,415,724            69,736,510            73,223,336                

Life Insurance 1,131,359            4,785,832            4,821,218            5,138,978                 4,973,109                5,054,078            4,968,543              4,968,696              4,968,696              4,968,696 
All Other Fringe Benefits 35,450,262          34,765,320          35,180,232          35,788,012               35,792,527              36,142,405          36,142,405            36,142,405            36,142,405            36,142,405                

Contractual Services 42,720,174          42,293,724          42,366,595          43,166,078               43,067,445              43,067,445          43,067,445            43,067,445            43,067,445            43,067,445                
Other Charges 50,999,350          49,758,264          50,248,259          48,954,255               49,702,552              52,014,685          53,149,355            53,907,294            54,689,262            55,496,047                
Capital Outlay 1,281,658            1,243,774            1,578,969            1,590,815                 1,578,969                5,178,969            4,778,969              4,678,969              5,578,969              6,078,969 
Land Structures & Imp. 108,110               252,948               - 240,301 240,301 240,301               240,301                 240,301                 240,301                 240,301 
Pay-As-You-Go - - - - 642,448 - - 1,000,000              1,000,000              1,500,000 
Debt Service Charges 44,812,083          44,747,986          43,094,767          45,507,225               44,756,843              46,433,235          44,720,764            42,768,735            43,933,322            42,468,022                
Transfer to Other Funds 7,167,782            7,269,494            7,753,886            7,780,216                 7,635,643                7,635,643            7,635,643              7,635,643              7,635,643              7,635,643 

704,266,224        729,011,775        727,954,045        751,309,177            749,935,278            769,778,816        771,727,508          775,241,513          781,408,854          785,888,425              

Percent Change from Previous Year 
(in total) -0.297% 3.514% -0.145% 3.208% -0.183% 2.646% 0.253% 0.455% 0.796% 0.573%

School Operating Fund Revenue

Revenue Sharing - Schools 350,295,314        375,600,000        378,981,176        390,017,424            403,917,607            409,127,164        415,909,105          422,533,654          429,365,927          436,411,155              
Schools Use of Sandbridge TIF - 2,000,000            3,116,978            2,000,000                 - - - - - - 
Transfer from Other Funds 9,293,767            - - - - - - - - - 
General Fund Fund Balance - 9,200,000            - - - - - - - - 
General Fund Outside of Formula 3,793,767            645,180               - 725,000 - - - - - - 

From the Use of Money & Property
465,000               465,000               465,000               465,000 477,000 477,000               477,000                 477,000                 477,000                 477,000 

Charges for Services 2,159,938            2,183,837            2,203,383            2,203,383                 2,941,341                2,941,341            2,941,341              2,941,341              2,941,341              2,941,341 
Miscellaneous Revenue 657,000               657,000               657,000               786,703 - - - - - - 
State Shared Sales Tax 72,311,348          69,064,589          70,522,688          70,065,298               71,783,907              73,219,585          74,683,977            76,177,656            77,701,210            79,255,234                
Other State Revenue 235,353,367        241,055,084        240,866,735        252,592,470            250,039,573            256,290,562        262,691,575          266,631,949          270,631,428          274,690,899              
Federal Revenue 16,636,723          17,141,085          17,141,085          16,453,899               12,476,532              11,500,000          10,500,000            10,500,000            10,500,000            10,500,000                
School Reversion/Fund Balance 13,300,000          11,000,000          14,000,000          16,000,000               8,299,318                - - - - - 

704,266,224        729,011,775        727,954,045        751,309,177            749,935,278            753,555,652        767,202,998          779,261,600          791,616,906          804,275,629              

Percent Change from Previous Year 
(in total) -0.297% 3.514% -0.145% 3.208% -0.183% 0.483% 1.811% 1.572% 1.586% 1.599%

Revenue to Expenditures Variance 
by Fiscal Year - - - - - (16,223,164)        (4,524,510)            4,020,087             10,208,052           18,387,204                

FY 2020-21  Forecast

FY 2020-21 Forecast

Assumptions: Salaries cost includes 1.34% increase in FY 2017, and remain flat for the remaining forecast period. Health Insurance cost assume an 5% annual increase. VRS cost assumes no change in FTE counts over 
the five year forecast period, with the exception of new facilities opening and increase 2% every other year. Life insurance cost assumes a 2% increase in FY 2017 and remains flat for the rest of the forecast period. 
Utilities include a 3.1% annual increase. No change in all other operating costs. State Shared Sales Tax includes a 2% annual increase. State Revenue includes varying forecasted revenue of 2% in FY 2017 and FY 2018, 
and a 1.5% increase from FY 2019 to FY 2021. Federal revenue includes $0.97m net decrease in FY 2017 and remains flat for the remaining forecast period at $10.5m. 

FY 2015-16 
Budgeted

FY 2016-17 
Forecast

FY 2017-18 
Forecast

FY 2018-19 
Forecast

FY 2019-20 
Forecast

FY 2011-12 
Adopted

FY 2012-13 
Adopted

FY 2013-14 
Adopted

FY 2014-15 
Adopted

FY 2016-17   
Forecast

FY 2017-18  
Forecast

FY 2018-19  
Forecast

FY 2019-20  
Forecast

 FY 2011-12 
Adopted

FY 2012-13 
Adopted

FY 2013-14 
Adopted

FY 2014-15 
Adopted

FY 2015-16  
Adopted
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CHAPTER TWO AN UPDATE TO THE BUDGET AND ECONOMIC OUTLOOK: 2015 TO 2025 59

CBO

Figure 2-14.

Comparison of Economic Projections by CBO and the Blue Chip Consensus
Percent

Sources: Congressional Budget Office; Aspen Publishers, Blue Chip Economic Indicators (August 10, 2015). 

Notes: The Blue Chip consensus is the average of about 50 forecasts by private-sector economists.

Real GDP is the output of the economy adjusted to remove the effects of inflation.

Growth of real GDP and inflation rates are measured from the fourth quarter of one calendar year to the fourth quarter of the 
next year.

The unemployment rate is a measure of the number of jobless people who are available for work and are actively seeking jobs, 
expressed as a percentage of the labor force.

GDP = gross domestic product.

a. The consumer price index for all urban consumers.

b. Rate in the fourth quarter.

CBO

Growth of Real GDP

Consumer Price Index Inflationa

GDP Price Index Inflation

Unemployment Rateb

Interest Rate on Three-Month Treasury Billsb

0 1 2 3 4 5 6

Interest Rate on Ten-Year Treasury Notesb

0 1 2 3 4 5 6

CBO

Blue Chip

CBO

Blue Chip

CBO

Blue Chip

CBO

Blue Chip

CBO

Blue Chip

20162015

Blue Chip

FIVE YEAR FORECAST            44



6 AN UPDATE TO THE BUDGET AND ECONOMIC OUTLOOK: 2015 TO 2025 AUGUST 2015

CBO

Summary Figure 2.

Actual Values and CBO’s Projections of Key Economic Indicators
CBO anticipates that the economy will expand modestly this year, at a solid pace in calendar years 2016 and 2017, and at a 
more moderate pace in subsequent years, lowering the unemployment rate and putting upward pressure on inflation and 
interest rates.

Sources: Congressional Budget Office; Bureau of Economic Analysis; Bureau of Labor Statistics; Federal Reserve.

Notes: Real gross domestic product is the output of the economy adjusted to remove the effects of inflation. The unemployment rate is a 
measure of the number of jobless people who are available for work and are actively seeking jobs, expressed as a percentage of the 
labor force. The overall inflation rate is based on the price index for personal consumption expenditures; the core rate excludes prices 
for food and energy. 

Data are annual. For real GDP and inflation, values from 2000 through 2014 (the thin lines) reflect revisions to the national income and 
product accounts that the Bureau of Economic Analysis released on July 30, 2015. Values from 2014 through 2025 (the thick lines) 
reflect the data available and projections made before July 30. Percentage changes are measured from the fourth quarter of one 
calendar year to the fourth quarter of the next year.

GDP = gross domestic product.
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