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Introduction 
The Five-Year Forecast provides an evaluation of the City’s current financial condition, as well as 

a view of the economic, financial, and operational outlook for the City over the next few fiscal 

years. For this year’s forecast, the City once again worked with Greg Grootendorst, the Chief 

Economist of the Hampton Roads Planning District Commission, to provide an overview of the 

regional economy. His analysis is included in the first section of this report. 

Many factors outside the borders of our City will impact our projections: 

 Policies from the Federal Reserve Board will influence interest rates and are

anticipated to moderate any potential inflationary pressures.

 The General Assembly will be in session in the winter and spring of 2019, and

political control of both chambers of the General Assembly will be on the ballot

next fall. The next General Assembly could have a sizable impact on funding for

schools, school employee compensation, human services, roadways,

Constitutional Offices, and other State supported programs into the 2020s.

 A new Congress will be seated in January 2019, and another Presidential election

will occur during the first half of the forecast in 2020. Congressional membership

and subsequent campaign platforms will have an impact upon matters of

taxation, trade, domestic policy and spending, and military appropriations.

Many factors within our boundaries will also impact our City projections: 

 With almost half of the General Fund revenue generated from real estate taxes,

the health of the City’s housing stock is a critical component impacting the

revenues supporting this forecast.

 Personal property taxes, particularly the strength of the vehicle market, will also

greatly influence City revenue, since these taxes account for the second largest

local revenue source. Potential impacts of national policies regarding tariffs

could affect consumer behavior when it comes to vehicle purchases as well new

trends in vehicle technologies (electric and automated).

 Consumer related revenues like sales, restaurant, and hotel taxes provide a

reflection of the fiscal health of both residents and visitors.

As with previous forecasts, policies adopted by City Council and the School Board are the 

cornerstones of this report’s assumptions. Given the factors discussed above, this document 

will focus on the regional economy, on revenue projections, and on expenditure drivers; all of 

which are incorporated into a forecast for the General Fund and for the School Operating Fund.  
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Regional Economy 
(Provided by the Hampton Roads Planning District Commission) 

State of the Region and Selected Socioeconomic Trends

Virginia Beach is part of a dynamic metropolitan area with a rich history, a diverse landscape, and 

a growing population of more than 1.7 million people. The region’s vibrant mix of people, places, 

and employment opportunities combine to make Virginia Beach and Hampton Roads a popular 

destination for people to live, work, and play.  As with any metropolitan region, there are many 

factors that influence the region’s quality of life, such as economic conditions, education, and air 

quality. The next few pages will provide a snapshot of the current socioeconomic condition of 

the Hampton Roads region. 

The Hampton Roads economy continues to struggle with aftereffects from the Great Recession. 

From 2002 through 2007, Hampton Roads experienced a 20.4% increase in gross product. Since 

2007, the region’s gross product has contracted by 2.1%.  There is a significant output gap at both 

the national and regional levels compared to prerecession trends where local growth in gross 

product and employment has trailed the performance of metropolitan areas across the nation as 

well as the Commonwealth.  

Hampton Roads’ economic struggle in the wake of the Great Recession is especially evident in 

the Civilian Non-Farm Employment data commonly referred to as “Payroll Employment.” The 

Great Recession was the deepest and longest recession since the Great Depression. Both the 
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Nation and the Commonwealth engaged in a sustained recovery and returned to their 

prerecession level of employment in a little over six years. By contrast, it took Hampton Roads 

almost eleven years to recover the civilian employment lost during the recession. If one includes 

the number of military personnel that were lost during the same timeframe, Hampton Roads’ 

total employment levels remain below its 2007 levels.   

The Great Recession had a disparate impact on Hampton Roads’ industry sectors, with some 

sectors experiencing growth while other industries continue to languish. The region’s Healthcare, 

Federal Government, Scientific & Technical, and Leisure & Hospitality sectors have experienced 

growth during the past decade. Conversely, eight of the region’s industry sectors have 

experienced declines, most notably the Construction and Local Government sectors. 
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While the Civilian Employment “Payroll” jobs have recorded a troubling employment trend in 

Hampton Roads, the region’s Civilian Labor Force Employment figures have painted a somewhat 

more positive picture in recent years. Civilian labor force data includes numbers on the total labor 

force (those who are working or who are looking for work), employment (those who have a job), 

and unemployment (those who are seeking employment, but are currently unemployed).  Over 

the past two years, Hampton Roads’ labor force has grown in similar fashion to both the Nation 

and the Commonwealth. Over the past year, the number of people in Hampton Roads identified 

as unemployed has decreased by over 7,700, while the number of people reported as employed 

has increased by 9,500. The region’s labor force has realized an increase while the unemployment 

rate has declined. These are positive indicators for the region’s labor market, as Hampton Roads’ 

seasonally adjusted unemployment rate is 3.2%, nestled between Virginia’s rate of 3.0% and the 

U.S. average of 4.0%. 
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Personal income in Hampton Roads has fluctuated significantly in recent years due to changes in 

employment. The region’s per capita income is $47,019, slightly below the U.S. metro average of 

$51,075. In 2009, the region’s per capita income surpassed the nation’s per capita income for the 

first time in over two decades. Since then, regional per capita incomes have fallen 4% below the 

national level.  

Although per capita incomes in Hampton Roads have fallen, the region experienced relatively 

strong growth in earnings per worker during the early part of the 2000s, and has been kept pace 

with the nation since 2009. Median family income is one of the best indicators of the relative 

quality of life of a region’s residents, and in this category, Hampton Roads compares very 

favorably.  
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Defense 

Hampton Roads’ struggle to recover from the Great Recession has been hampered in large part 

by the region’s most important sector, the defense industry. The Department of Defense (DoD) 

serves as the primary driver of the Hampton Roads economy.  It is influenced by military 

personnel, military families, Federal civilian employees, military contracts, and the numerous 

veterans who call this region home.  The HRPDC estimates that through direct, indirect, and 

induced impacts, the DoD supports between 35% to 40% of all regional employment. 

DoD sustained high levels of spending through the second half of the past decade, but the 

combination of winding down the wars in Iraq and Afghanistan, budget pressures from the 

recession, and changing Federal funding priorities have caused defense spending to decline both 

in absolute terms and as a share of GDP. Reflecting the change in national spending, DoD 

contracting dollars in Hampton Roads have declined in recent years after a period of strong 

growth between 2001 and 2011. 

The number of military personnel in Hampton Roads varies based on strategic needs, but has 

generally declined since the end of the Vietnam War, with exceptions during the 1980’s and the 

beginning of the War on Terror. As military employment has fallen, its share in total regional 

employment and regional incomes has also dropped. At the same time, some of the decline in 

military personnel had been replaced by contracting dollars as the DoD began to employ 

contractors and local businesses to complete tasks formerly performed by uniformed personnel. 
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Since 2011, cuts to defense contracting in the region have exacerbated cuts to the region’s 

military personnel, forcing the private sector to swim against the outflowing stream of Federal 

dollars. In the late 1960s, direct expenditures on military personnel constituted one quarter of 

regional totals. In 2016, the direct impact of DoD personnel was less than 10% of Hampton Roads’ 

totals. 

In August of this year, President Trump signed the John S. McCain National Defense Authorization 

Act for Fiscal Year 2019, which is the first time in over a decade that the defense bill was signed 

into law before the beginning of the fiscal year. This defense bill, coupled with an increase in 

authorized expenditures earlier in FY 2018, brought a degree of certainty regarding defense 

expenditures, as well as 2.6% military raises and significant increases in defense spending. These 

recent actions will certainly benefit Hampton Roads in the near-term, although budget 

constraints at the national level are almost certain to depress long-term defense expenditures. 

 

 

Tourism 

Hampton Roads offers numerous attractions that draw visitors to the region, such as the 

oceanfront and historic treasures. The region also hosts many world-renowned theme parks, 

sporting events, festivals, and cultural events, as well as performing arts, concerts, and 

conventions that support the region’s tourism industry.   
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Tourism expenditures are an important part of the region’s economic fabric as it, in addition to 

the defense industry and port activities, accounts for the lion’s share of new dollars flowing into 

the Hampton Roads economy.  The outside dollars generated by the tourism industry are 

essentially an “export” of the region’s amenities, sustaining the regional economy through 

indirect and induced investments. 

The Virginia Tourism Corporation has reported increases in regional tourism expenditures since 

2009, as well as a rise in local tax collections related to tourism. Hampton Roads’ taxable hotel 

sales and growth in room revenue also have increased. On an inflation-adjusted basis, Smith 

Travel Research reports regional hotel revenues are 2.7% below their peak in 2007, however the 

last three years have realized strong growth. Employment in the leisure and hospitality industry 

is up 6.6% over the past 10 years. 

 

 

As the national economy continues to regain strength, increases in income should bolster tourism 

expenditures in the region.  As Hampton Roads’ tourism industry is relatively mature, long-term 

growth in the tourism sector is unlikely to change dramatically. 

Retail 

Trade is the backbone of a regional economy because the exchange of goods and services is a 
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primary driver in creating value and providing benefit to market participants. One of the best 

ways to measure trade is through retail sales. When Hampton Roads’ economy expands, retail 

sales grow as increased income quickly passes through to consumption of goods and services. 

Conversely, during the most recent recession, retail sales shrunk considerably as individuals cut 

back on their purchases. 

Hampton Roads’ retail employment declined from 93,800 jobs in 2007 to 84,000 in 2010.  Over 

the past seven years, employment in the retail industry has grown slowly and it currently sits at 

5.4% below the prerecession high. Interestingly, retail employment fell despite an increase in 

retail sales, which grew by 10.4% between 2007 and 2017. While retail sales have experienced 

some recovery from their 12.6% decline during the recession, the number of retail 

establishments in the region only started growing in 2012, and retailers have exercised caution 

against increasing payrolls until the region recovers further. 

The regional and national retail experience have diverged considerably, and while both 

experienced a proportional decline in retail sales, the U.S. retail recovery has been more robust 

than that of the region. While some regional retail sales have been lost to the growth of internet 

sales, there seem to be other factors at work as well. Despite the continued growth of regional 

incomes during the recovery, the retail sales industry has likely been held back by the decline in 

household wealth during the recession.  
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Real Estate 

Real estate plays a vital role in the economy and constitutes where people in Hampton Roads 

live, work, shop, and stay. Hampton Roads real estate has remained in a fragile state since the 

onset of the Great Recession in 2007.  Residential home building hit its peak in 2005, but 

construction employment has since declined by over 20,000 positions.  The number of building 

permits issued fell from more than 11,000 in 2005 to a low of 3,966 in 2010, then ticked up to 

6,182 in 2017. The value of single family permits decreased by 56% between 2005 and 2014 

before slowly increasing during the past few years. The value of building permits in 2017 

remained 45% below 2005 levels. 

Homeownership rates peaked in 2004, but later declined as increasing prices made purchasing a 

home less affordable. During the Great Recession, the drop in home prices increased 

affordability, which meant a family who earned the region’s median income could afford 72.7% 

of homes sold in the second quarter of 2018. Lower mortgage rates also have improved 

affordability. Despite these factors, reports indicate stricter credit standards put in place after 

the onset of the financial crisis have made it difficult for some perspective buyers to gain access 

to credit they need to purchase a home. 

One result of the housing correction and lower rate of homeownership has been growth in 

multifamily construction, as builders take advantage of higher rents relative to the cost of 

homeownership. 

While the vacancy rate of retail space has not increased significantly across the region, it is 

important to note that all real estate is local, so trends across the region will not necessarily 

manifest themselves in individual pockets of Hampton Roads. The industrial market vacancy rate 

remains elevated, despite little growth in industrial square footage over the past five years. 

While there has been some recovery in construction, general weakness in the Hampton Roads 

labor market suggests its housing market will not experience the rapid home price appreciations 

that have occurred in some of the region’s reference MSAs. Relative to 2000, housing prices in 

Hampton Roads remain elevated higher than national housing prices. Given current economic 

conditions, the Hampton Roads housing market is expected to continue its long, slow recovery.  
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Demographics 

Hampton Roads was the 37th most populous metropolitan area in 2017, behind Indianapolis, 

Austin, and Nashville, and ahead of Providence, Milwaukee, and Jacksonville. The region’s 

population has grown to 1.7 million. Due to slow long-term employment growth, Hampton Roads 

has lagged behind national and state levels of population growth since the early 1990s. 
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Hampton Roads has consistently had a high level of births relative to deaths in the region, which 

in theory should lead to a much higher population growth. On average, the region has 

experienced significant out-migration (on average, 1,350 persons per year for the last 10 years).  

The share of the population 65 and older remains fairly small in Hampton Roads, at just 14.2% in 

2017, but this share has increased from 10% in 2000, likely because of the declining presence of 

military personnel and aging of the national population. While not as significant as in the U.S. 

overall, this has pushed the region’s dependency ratio to 65.5% from a low of 61.5% in 2011. The 

dependency ratio indicates the number of potential dependents (persons 65 and older, as well 

as minors) an economy needs to support for every person in their prime working age (persons 

aged 20-65).  
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Another recent change has been that the number of females has surpassed males in the region’s 

population, likely derived by the decreasing number of military personnel and the growth and 

aging of the rest of the population. 

With some slight differences, the occupational mix in Hampton Roads closely mirrors that of the 

nation, with a slightly higher percentage employed in engineering and architecture occupations.  

This is likely related to the Federal government presence in the region, including needs of the 

Department of Defense and research institutions. 

Quality of Life 

It is often the case that an analysis of a region’s well-being will mainly focus on indicators related 

to the economy. While economic vitality is important, the ultimate measure of success is a 

region’s overall quality of life. Measuring quality of life, however, can be difficult at best. The 

definition of “quality of life” is subjective, and data on many quality of life indicators is difficult 

to attain. As such, several economic and demographic measures are used as surrogate measures 

of the region’s livability, including weather, crime, poverty, income, employment opportunity, 

longevity, cultural attractions, mobility, cost of living, environmental health, and the list goes on. 

One oft-cited indicator that tends to have a strong correlation with most quality of life indices is 

the Gini coefficient. The Gini coefficient is a measure of income disparity between the haves and 
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the have nots. Regions with less income disparity (a lower coefficient) tend to measure favorably 

in other quality of life indicators.  

When compared to other metropolitan areas between 1 and 4 million people, Hampton Roads 

has a very favorable (low) measure of income disparity. The region also boasts relatively low 

crime and poverty rates and has experienced improvements to air and water quality as well. 
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City Demographic Overview 

The City’s Population and Composition 
In the early years of the 21st Century, the population of the City of Virginia Beach has stabilized. 

Although the City experiences population growth nearly every year, this expansion is small. On 

average, the annual growth rate of Virginia Beach has been between one-third of one percent 

and two-thirds of one percent. As the graph below shows, this level has taken the City’s 

population from around 425,000 in 2000 to just over 450,000 today. Going forward, 

expectations are that Virginia Beach’s population will adhere to a growth rate close to one-third 

of one percent per year. Based on current projections, this will bring the City’s population to 

almost 475,000 by 2025, and over 480,000 by 2030. In 2030, Virginia Beach will remain the 

largest city in the Commonwealth, 1.74 times larger than the second most populous city, 

Chesapeake. Virginia Beach will also be the fourth largest local government in the State in 2030, 

whereas it is presently third.      

Source: Weldon Cooper Center 
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Throughout this period, the average size of Virginia Beach households will remain above 2.7 

people per household. 

As with most of the country, the age distribution of the City’s population is trending older. 

However, the breakdown of Virginia Beach’s population by age ranges shows that the City will 

retain a sizable segment of the population at the middle age ranges. Overall, 43.1% of Virginia 

Beach’s population is between the ages of 20 and 49 in 2017. This is a decrease of 1.5% from 

2011. The graphic below compares where Virginia Beach stood in 2011 to where it is today. 

Overall, the amount of people below 50 declined from over 70% to 67%. This decrease is largely 

driven by a decline in the portion of the population that is 0-19, which is correspondingly 

reflected by the long-term decline in enrollment within the Virginia Beach City Public Schools. 

Source: Weldon Cooper Center 

By 2030, Virginia Beach will be home to a population that continues to mature. 

Source: Weldon Cooper Center
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This maturity reflects the fact that the generation between the Baby Boomers (1946-1964) and 

the Millennial (1981-1996) generations was numerically smaller in size. As such, the percent of 

people aged 20-34 will drop, but these individuals will advance into the City’s 35-49 age cohort. 

Similarly, those 50-69 in 2020 will age into the 70+ cohort and will not be replaced numerically 

based on the size of Generation X (1965-1980) when compared to the larger generations that 

preceded and succeeded it.  

For those ages 0-19, the next decade will likely see a continuation of the modest decline in this 

segment of the population in proportion to Virginia Beach’s total population share. This means 

that the historic trend of decreased school enrollment will extend for another decade and may 

impact educational spending.  

In contrast, the growth in the portion of the population above 70, which will occur due to 

transition of the large Baby Boomer generation into this category, could result in greater 

demand for certain City services. Thus, this trend may have an impact on expenditures for City 

departments such as EMS or Human Services and on the provision of tax relief for elderly 

residents. 

In addition to age, the City of Virginia Beach will continue to become a more diverse place in 

the coming decade. The portion of the population that identifies as exclusively White will fall 

below 60% by 2020 and will continue to fall throughout the decade. In contrast, Virginia Beach 

is projected to experience significant increases in the number of Hispanic residents, as well as 

some growth among the City’s Asian population.    

Source: Weldon Cooper Center 

Non-Hispanic
White

Non-Hispanic
Black

Non-Hispanic
Asian

Non-Hispanic
Other

Hispanic

2020 59% 18% 7% 4% 10%

2030 55% 17% 9% 4% 15%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

55%

60%

Increased Diversity

2020

2030



Five-Year Forecast FY 2019-20 through FY 2023-24 Page | 21 

An increase in the minority population adds to the richness and vibrancy of our community and 

creates the need for more awareness of cultural issues.   

Educational Attainment  
The educational attainment of a city’s population is an important demographic measure due to 

the fierce competition between localities, states, and even countries to entice top employers to 

locate within its boundaries and provide high paying jobs to residents. In Virginia Beach, 

education has always been one of the top priorities of City Council and the School Board, a 

philosophy that is demonstrated in the positive educational attainment statistics in the table 

below. 

The percentage of high school graduates has risen 5.5 percentage points since 1990 while 

college graduates have increased by almost 10 percentage points and post-graduate degrees 

almost 5.5. A highly educated population generally has multiple benefits for the community 

including lower unemployment rates and creating an enticing base for economic development 

efforts since an educated workforce is very attractive for most top employers.   

While it is the case that Virginia Beach is a highly educated area, overall student enrollment in 

Virginia Beach City Public Schools has been steadily declining due to various dynamics including 

an aging population as discussed previously. Student enrollment has dropped 5.2% since 2008 

and 13.4% since 2000.  

1990 2000 2010 2017

High School Graduate 88.0% 90.4% 93.1% 93.5%

College Graduate 25.5% 28.1% 31.6% 35.3%

Graduate or Professional Degree 7.7% 8.9% 10.9% 13.1%

Educational Attainment

Source: American Community Survey 

Source: Virginia Beach City Public Schools 
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The chart on the previous page illustrates that the total enrollment for kindergarten through 

high school has been steadily declining since 1998, with an overall 13.7% decline over the time 

period. Based on the previous population discussion, it would be expected that the school aged 

population (18 and younger) will continue to decline in the foreseeable future. 

Employment Characteristics 
Much like the City’s population growth, Virginia Beach will continue to add jobs through the 

next decade, but it will come at a slow annual rate. Overall, Virginia Beach will continue to have 

a greater number of jobs in the City than it has total workers. In 2018, and going forward, the 

City’s ratio of employment by place of work to workers by place of residence is, and is projected 

to be, nearly 1.10. This is a sign of a healthy community, yet it also reflects the fact that many 

residents of Hampton Roads travel across jurisdictional boundaries in order to work.  

In terms of the City’s employment by sector, office work is the dominant industry in Virginia 

Beach, accounting for 38.8% of 

jobs. This includes public and 

private sector employment. 

Remaining jobs can be classified 

as retail (23.7%), other (23.2%), 

and industrial (14.3%). Other 

employment generally includes 

most of the educational sector, 

and field level governmental 

employees, such as public safety 

or public works. This sector also 

incorporates warehousing, 

information, and wholesale trade 

among others. Over the next 

decade, the sector breakdown 

of Virginia Beach is not 

expected to change considerably. In comparison with 2018, by 2030, retail will make slight 

gains (up 0.3%), at the expense of industrial (-0.2%) and other fields (-0.1%).  

23.7%

38.8%

14.3%

23.2%

Employment in Virginia Beach by 
Sector, 2018

Retail Office Industrial Other

Source: Hampton Roads Transportation Planning Organization (HRTPO) 
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The chart below shows the total employment breakdown, and growth trends from 2015 to 

2030. All sectors make marginal gains; however, none vastly out-performs any of the others 

over this period.  

Income 
Median household income is an important indicator of the economic health of a city’s 

residents, but when analyzing trends over time it is important to historically contextualize 

changes in income. While the nominal household income has grown by roughly $11,000 from 

2007 to 2017, income levels have largely remained static over the ten year period when 

adjusted for inflation. This demonstrates that while wages in the area have grown, they have 

not outpaced inflation in a way that would indicate that most families are in a more financially 

advantageous position in 2017 than they were in 2007. 

Source: American Community Survey / Bureau of Labor Statistics 

Source: HRTPO 
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While median household incomes have not risen dramatically in the past ten years, it is also the 

case that the City’s Operating Budget has remained mostly static over the same time period. 

Below is the operating budget from FY 2006-07, adjusted for inflation, which shows that while 

the nominal growth over ten years was approximately $275 million, in constant dollars the 

budget has actually decreased $29 million. In addition, while the operating budget has not 

grown in pace with inflation, the City has managed to increase services for its residents over the 

past decade including the construction of the Animal Care Shelter, multiple fire stations, 

Housing Resource Center, Williams Farm Recreation Center, and the Joint Use Library.  

Considering that median household income and the City’s Operating Budget both remained 

largely static in inflation adjusted dollars over the past decade, it is now possible to compare 

the two directly. The chart on the following page overlays the nominal growth in the City’s 

Operating Budget with nominal growth in median household income to help determine if the 

services and programs offered by the City are changing in concert with the economic means of 

its residents. If a city’s budget growth outpaces the growth of incomes of its residents, an 

additional economic burden is placed on citizens when taxes are increased in relation to their 

available income. For Virginia Beach, growth in household income and the City’s Operating 

Budget has been increasing at roughly the same rate. While household income has been more 

variable, which is to be expected as it is directly impacted by the local economy, both indicators 

finished 2017 roughly 10% higher than 2007. This means that the operating budget is 

responsive to the same economic factors impacting the residents of Virginia Beach.  

Source: Bureau of Labor Statistics 
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Poverty 
Since 1990, the percentage of individuals, families, and children below the poverty line in 

Virginia Beach has risen slightly. Over this same time period, the percentage of seniors (65+) 

and female head of households has dropped marginally. Although not all of the City’s poverty 

indicators are falling as they would be in an ideal scenario, it is still the case that the poverty 

rates in Virginia Beach are lower than other localities in the Hampton Roads area. 

Poverty 

1990 2000 2010 2017 

Individuals 5.9% 6.5% 7.5% 8.0% 

Families 4.3% 5.1% 5.5% 5.1% 

Children Under 18 7.6% 8.6% 10.5% 10.6% 

65+ 8.0% 4.7% 5.0% 5.6% 

Female Head of Household 20.2% 18.9% 18.9% 14.9% 

    with Children 26.5% 23.1% 24.2% 22.2% 

The City has numerous initiatives to reduce poverty levels, the most recent of which is the 

Housing Resource Center, a facility intended to serve as a safety net when poverty spirals into 

homelessness. Though the Center directly targets the City’s homeless population, it also 

includes components such as education and job-skills training, which aim to help people leave 

poverty behind by finding meaningful work and affordable housing. 

Source: American Community Survey and Virginia Beach Operating Budget 

Source: American Community Survey 
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Housing Expenses 
Housing expenses represent one of the largest outlays that individuals or families deal with on a 

monthly basis. Housing demands represent such a significant portion of household income. 

With that in mind, measuring the impact these demands have in the community is worthwhile 

since it provides a barometer of the economic health of residents.  

A homeowner or renter is considered to be housing burdened when more than 30% of their 

total household income is dedicated to housing expenses. The latest estimates in Virginia Beach 

indicate that slightly below 50% of renters and about 

30% of homeowners fall within this category. While 

being classified as housing burdened does not 

necessarily mean that a household is financially 

unhealthy, having a large number of residents in this 

situation indicates high housing costs are not being 

supported by proportionally growing incomes. Of 

particular concern is the elevated amount of renters 

who are housing burdened which would indicate high median apartment costs in the area. It is 

important to note, however, that the percent of those housing burdened for both homeowners 

and renters is declining, which is a positive indicator for the financial position of households in 

the area. 

Increasingly, a diverse set of Virginia Beach residents opt to live in apartments and other small 

units of housing. Although these options are available to the populace, they can be expensive. 

Source: American Community Survey 
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For example, Virginia Beach is the 44th largest city in the country, but its median two-bedroom 

apartment cost of $1,283 per month ranks 24th in the nation.  

Another important housing indicator for the community is median home value. This is 

especially important for Virginia Beach because real estate taxes make up such a large portion 

of the City’s overall revenues. The chart below illustrates that home values have begun 

recovering from the housing crash in 2008 with a 7% total increase over the past two years. 

Still, the median home value has not fully recovered from the pre-recession high.  

        Source: American Community Survey 

Commuting Habits 
Overall, Virginia Beach residents have always relied on personal vehicles as their primary mode 

of transportation, and the most recent statistics indicate this trend is only increasing. The 

percentage of people who drive to work alone has increased 

from 78.4% in 1990 to 82.6% in 2017, while carpooling has 

dropped by 3.8% over the same time period. This trend is 

further supported by the continued increase of registered 

vehicles on the road, which is now 351,975 in Virginia Beach. 

Evaluating other forms of transportation, the percent of residents who use public transit 

(namely the Hampton Roads Transit busses) has remained stagnant at just under 1% since 

1990. While this ridership may seem low when compared to benchmark cities of a similar size 

with relatively low density similar to Virginia Beach, this trend is right in line. The commonly 

benchmarked cities such as Greensboro, Durham, and Raleigh NC all average between 1-2% 

ridership. 
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A positive takeaway from these statistics is that the mean travel time has remained largely 

static over the almost 30 year period while population and the percent of residents who 

commute alone continues to increase. This seems to indicate that the traffic infrastructure has 

been able to grow in stride with overall population and keep the commute times at a stable 

level over several decades. However, the citizen satisfaction survey reveals that the majority of 

respondents believe the road system is too congested, indicating that there are still 

improvements to be made. 

Looking into the future, there is a high degree of uncertainty about these transportation trends 

as autonomous vehicles begin to integrate into the road systems at much higher rates in the 

coming years. In the short term, this will likely not impact overall commute times or the percent 

of people commuting to work alone; however, there will probably be long term implications for 

the rise of autonomous vehicles which will have to be addressed in the coming years. 

Relative Measures of Tax Burden 
One indicator that is important for measuring the relationship between the City’s spending and 

residents’ economic means is per capita City expenditures as a percent of per capita income. As 

the table below reveals, Virginia Beach has the lowest per capita expenditures (6.32%) in 

relation to per capita income of any locality in Hampton Roads. This indicates that the local tax 

burden for residents in Virginia Beach is lower than other cities. 

Relative Measures of Tax Burden 

Locality Per Capita Expenditures as a % of Per Capita Income 

Virginia Beach 6.32% 

Chesapeake 7.21% 

Hampton 9.36% 

Newport News 9.39% 

Norfolk 8.84% 

Portsmouth 9.44% 

Suffolk 7.39% 

1990 2000 2010 2017

Percent Who Drive Alone 78.4% 82.0% 82.5% 82.6%

Percent Who Carpool 12.0% 10.8% 9.4% 8.2%

Percent Who Use Public Transportation 0.8% 0.7% 0.8% 0.7%

Percent Who Work at Home 3.3% 2.8% 4.2% 4.2%

Mean Travel Time (Minutes) 22.7 23.9 23.4 23.3

Transportation Related Characteristics

Source: American Community Survey 

Source: American Community Survey 
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Caution Ahead 
It has now been a decade since the near collapse of the international financial markets. Ten 

years after the official start of the Great Recession, U.S. employment recovery is the second 

lowest of the eleven post-World War II recessions.  

For the last nine years, the value of the United States stock market has consistently increased. 

According to some experts, this era is now the longest, though not the biggest, bull market in 

the history of our nation. At some point, the continued upward trajectory of the markets is 

bound to end.  

Recently, market analysts have increasingly begun to predict a recession during the next few 

years. A survey published by the Wall Street Journal found that 58% of surveyed economists 

project a recession to occur in 2020, while a note distributed by JP Morgan Chase in September 

modeled a similar outcome. The general consensus is that the next recession will not be nearly 

as severe as the past one. That being said, much of the severity will depend on precisely which 

tools are available to be wielded by the Federal Reserve, the United States Treasury, and other 

financial actors. 

For now, most observers continue to project moderate economic growth in the near-term. 

While we do not know for certain when a recession will occur, City of Virginia Beach 

policymakers should be aware that within this five-year forecast, one may very well be on the 

horizon.  

Source: Federal Reserve Bank of Minneapolis 
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Major Revenue Trends (General Fund Only) 
Real Estate: The real 

estate tax accounts for 

the single largest source 

of local revenue, making 

up nearly 50% of the 

General Fund. As a 

result, any variances in 

this revenue source 

have major implications 

for the City. 

Real estate assessments 

in the city are expected 

to grow for the sixth straight year as the local economy continues to recover from the housing 

bubble. This revenue is projected to grow 2.8% ($15 million) in FY 2019-20 and roughly 2.7% 

each of the following years.  

Personal Property: 
The second largest 

local revenue source, 

personal property, is 

projected to rise 2.4% 

($3.7 million) in FY 

2019-20 and then 

continue growing at an 

average of 1.5% 

through FY 2023-24. 

Although personal 

property accounts for a 

large portion of the 

General Fund’s revenue, it is the hardest revenue source to project given the myriad of factors 

at play and the large lag from the start of each fiscal year and the time the taxes are actually 

collected.  

Personal property is made up of numerous categories with vehicle assessments representing 

the largest portion. 
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Consumer Driven Revenues: 
General Sales: 

The general 

sales tax 

revenue is 

projected to 

increase 0.2% 

($124,000) in 

FY 2019-20 

and increase 

at 2.75% 

through FY 

2023-24. The 

lower growth 

in FY 2019-20 

reflects the 

fact that actual collections were below the estimate in FY 18. Although consumer confidence 

indicators have reached an 18 year high, long term concerns about an economic downturn 

could impact this revenue source. 

Business Professional Occupational License (BPOL): While this revenue source remained 

largely stagnant until FY 2015-16, it has been growing at roughly 3.7% since FY 2016-17, and the 

actual collections have outperformed its budgeted amount by an average of $1.2 million over 

the past two years. In order to bring the budgeted amount in line with actual collections, this 

revenue is projected to increase 6.6% ($3.2 million) in FY 2019-20 and continue growing at a 

steady 2.25% through the forecast period. This 2.25% growth through FY 2023-24 is based on a 

conservative estimate of the revenue’s main indicators and similar to general sales, factors in 

the possibility of an economic downturn. One factor that is helping the growth of this source 

are the number of businesses that are coming out of the two year BPOL exemption program 

and are being added to its tax base.  

Restaurant: While this revenue source has increased each year in recent times, the FY 2017-18 

actual growth of 1.7% didn’t match the projected growth for that year. As a result, the budget 

for this revenue has been revised down 0.72% ($325,000) for FY 2019-20 to bring the revenue 

in line with actual collections before growing at 3% for each subsequent year. Similar to the 

hotel tax, the General Fund portion of this revenue makes up about 60% of the total revenue 

after dedications for the Tourism Investment Program, Open Space Program, and Tourism 

Advertising Program. The restaurant tax was one of the few local revenue sources that 

continued to grow throughout the entire recession as residents and visitors continued to eat 

out despite higher unemployment rates and stagnant wages. 

Hotel: Much like restaurant tax revenue, the General Fund portion of the hotel tax, which does 

not include the per day rate, represents about 25% of this revenue source after numerous 
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dedications including amounts for the Tourism Advertising Program, Tourism Investment 

Program, Central Business District TIF, and Sandbridge SSD. While there is only a projected 

1.24% growth rate ($95,000) from FY 2018-19 to FY 2019-20, the long term outlook for this 

revenue is positive with an average growth rate of 3.85% through FY 2023-24. This optimistic 

forecast is a result of long-term hotel tax indicators that have grown at over 4%, a positive 

signal for the revenue. 

Telecommunication Tax: The telecommunication tax has been a consistently decreasing 

revenue source since the State replaced all franchise cable, local telecommunication, and cell 

phone taxes with a 

uniform 5% tax. The 

intention was for 

the State to make 

the revenue neutral 

for localities; 

however, this has 

not happened and 

the tax has 

decreased by an 

average of 2.26% 

over the past four 

years. As a result, 

the revenue is 

projected to decrease a further 1.6% ($382,000) in FY 2019-20 and continue to decline at 2% 

annually through FY 2023-24. One of the biggest problems with this tax is the leakage that has 

resulted from changing technologies as services such as cell phone data plans and streaming 

platforms are not subject to the tax. It is important to note that a proposal to make this tax 

revenue neutral for localities was included as an item on the City Council legislative agenda for 

the upcoming General Assembly session. 
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State Revenues: Since FY 2013-14, State revenue has grown by an average of 2% with an 

estimated growth of 1.3% ($1.3 million) in FY 2019-20. Unlike many of the other local revenue 

sources, the bulk of State revenue actually serves as direct reimbursements for City 

expenditures for programs such as the maintenance of roads, mental health initiatives, and 

legal services. There is always a high degree of uncertainty regarding the future of State funding 

given the 

changes that 

can occur 

during each 

General 

Assembly 

session, so a 

conservative 

growth 

estimate of 

1.3% was 

used through 

FY 2023-24. 

Federal Revenues: Similar to State revenues, Federal revenue is hard to forecast given the 

uncertainty of the political climate at the national level. For instance, after an average growth 

rate of 2.7% 

from FY 2014-

15 to FY 2016-

17, there was 

a 1.8% 

decrease in 

Federal 

funding in FY 

2017-18. To 

account for 

the 

inconsistent increases in this revenue source over the past six years, no growth has been 

forecasted through FY 2023-24. 
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City General Fund Revenue and Expenditure 
Assumptions and Drivers 

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 

Variance $(9,213,671) $(17,386,404) $(19,204,418) $(28,465,931) $(32,283,437) 

Expenditure and revenue projections are based on informed assumptions of what the City can 

likely expect to happen over the next five years. Many of these assumptions are based on 

recent history, such as past budgetary choices, pay increases, and inflation, or are based on 

economic or market based predictions from credible resources such as the State of the Region 

Report from Old Dominion University. Below is a bulleted list of assumptions for the 

expenditures and revenues that are used in the five-year forecast: 

Operations and Maintenance Expenditures 
 The City expects inflation to grow at approximately 2.5% per year for each year of the

forecast. Inflation has remained low, which has kept the price of the majority of

consumer goods from increasing at faster rates. The present 12 month national average,

excluding volatile goods such as food and energy, is 2.2%. Industry analysts surveyed by

the Federal Reserve Bank of Philadelphia anticipate that this Core Consumer Price Index

(CPI) yearly growth will increase to 2.4% by the end of 2019, year one of the forecast.

 Salaries are projected to grow at 3% in FY 2019-20, and then 2% for the remaining

forecast years. In Item 136, C-39a.2, of HB5002 (the state budget bill), the

Commonwealth of Virginia expressed that, “it is the intent that the instructional and
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support position salaries be increased in school divisions throughout the State by at 

least an average of 3.0 percent during the 2018-2020 biennium.” The State match for 

these raises will be available and effective as of July 1, 2019, for FY 2019-20. Therefore, 

the 3% salary increase included in this forecast is designed to match the State’s 

commitment, and for the purposes of full equity, extend that increase to all City 

employees. Of course, final pay increase decisions are determined by Council. 

 The Virginia Retirement System (VRS) rate is currently 14.54%. This rate will be in place 

for FY 19-20. The State reviews VRS each biennium; therefore, the VRS rate is projected 

to grow by an additional percentage point every other fiscal year: 15.54% for FY 2020-21 

and FY 2021-22 and 16.54% in FY 2022-23 and FY 2023-24. 

 The City is forecasting a 3% annual growth in health insurance costs from FY 2019-20 to 

FY 2023-24.  Due to a lower trend of claims and a number of forward thinking 

preventative initiatives such as Beach Employee Wellness (BeWell) and Sentara Quality 

Care network (SQCN), the City and Schools’ health care costs have generally 

outperformed national health cost trends. 

 For Transfers to Other Funds, the following assumptions were made: 

o Transfers to the School Operating Fund is based on the current City/School 

Revenue Sharing Policy and projected revenue growth. 

o “All other transfers” are transfers from the General Fund to special revenue 

funds such as the Sheriff and the non-dedicated portion of the Park and 

Recreation Special Revenue Fund for compensation increases.   

o Pay-as-you-go transfers related to the Capital Improvement Program are based 

on the amount currently programmed in the Adopted FY 2018-19 Capital 

Improvement Program, updated for revenue dedications based on the estimated 

FY 2019-20 revenue figures. 

Budgetary Policy Choices  
In May 2018, Council made several modifications to the City’s Operating Budget Plan. Several of 

these changes had multi-year budgetary impacts and will influence the City Budget during the 

forecast years. The bullets below summarize the decisions that are influencing the projections 

contained within this Five-Year Forecast.  

 Compression – Council directed City management to provide approximately $3 million 

of salary increases in order to address vertical and horizontal compression in the 

present year’s operating budget. In order to pay for this, compression awards were 

funded using potential attrition savings expected to occur in the Fiscal Year 2018-19 

Operating Budget. However, these salary changes were not one-year or one-time only 

adjustments and will have on-going costs through future budget years.  
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 Elimination of Tax Revenues – As part of the budgetary changes, a number of tax 

revenues were eliminated from the proposed budget. These included two taxes that 

were used to offset cost increases for the City: the proposed 10 cent increase in the 

Cigarette Tax and the $2 increase in the automobile license fee. However, when the 

revenue intended to support the cost increases was eliminated, the City commitments 

continued. The net result was that the City assumed $2.3 million in annual costs to be 

paid for using expected attrition savings. 

Combined, these budgetary policy choices are responsible for roughly $5.3 million that must be 

addressed through the FY 2019-20 Operating Budget. This is equal to nearly 60% of the $9.2 

million shortfall forecasted for the City in FY 2019-20. The remaining shortfall amount is 

generally due to the impact of providing City employees with a 3% salary increase in FY 19-20, 

rather than the 2% awarded in the FY 2018-19 Operating Budget. Each compensation increase 

percent is equal to approximately $4 million per year for the General Fund. For the purpose of 

this document, and in order to make comparisons to previous Five-Year Forecasts, this year’s 

forecast accounts for the full costs of salaries. 

If these two aspects were not included as part of the FY 2019-20 calculation, then the City’s 

forecasted deficit for year one would near zero. This would be very similar to the year one 

estimates in each of the last two Five-Year Forecasts. For example, last year, the year one 

forecast (for FY 2018-19) was positive $109,118. The Five-Year Forecast projection published in 

November 2016 (for FY 2017-18), anticipated year one at positive $53,350. Thus, the entirety of 

the FY 2019-20 forecasted deficit is a result of the aforementioned compensation adjustments: 

coupled with the loss of $2.3 million dollars of tax revenue.  

Budgeting for Attrition: A Discussion 
The City of Virginia Beach has historically fully funded all authorized positions through the 

budget process. Vacancy savings occur from the period of time when a position becomes 

vacant until it can be filled. Generally, these savings are the result of employee turnover 

coupled with lower rates of pay for newly hired employees. The City budgets personnel by 

position for the full fiscal year, and due to regularly occurring turnover, departments may not 

typically spend the entirety of their personnel budget. At the end of the fiscal year, the savings 

generated from vacancies is first used to ensure that the City meets its General Fund fund 

balance goal. The official policy of the City is for its undesignated fund balance to be between 8-

12% of the General Fund’s following year revenue. Earned vacancy savings are therefore used 

to bring the fund balance to approximately 10%. Once this is achieved, the second use of 

vacancy savings is to allow the City to ensure the City has enough cash on hand to fund 

essential projects in the CIP that cannot be supported by bonds. Projects that cannot be 

supported by bonds are generally those projects that have an expected lifespan of less than 20 

years, or have a lifespan shorter than the debt repayment for any bonds issued for the project. 

Examples of such projects that do not meet bondable criteria include beach replenishment and 

dredging projects.  
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While it is logical to assume that departments will experience salary savings from staff turnover, 

budgeting for attrition also reduces the City’s financial flexibility in times of recession. Without 

budgeting for attrition, it would be much more difficult for the City to institute and implement a 

position freeze and still ensure the delivery of vital government services in times of fiscal strain.  

Since salaries make up the greatest portion of the expenditure budget, it makes sense to apply 

forecasting techniques that can project payroll. Cities across the country that engage in this 

practice budget for attrition in a variety of ways. For example, some cities require hiring lags to 

generate savings, while others net out anticipated turnover from departments’ personnel 

budgets based on historical trends. However, should departments not experience attrition at 

the anticipated level, there will be shortfalls in their appropriated personnel budget.  The 

inability to achieve savings from budgeted vacancies can be a result of: 1) insufficient turnover; 

2) the need to fill a position at the same or higher pay rate; 3) sizable leave payouts; or 4) 

promotions.  

A wide variety of cities budget for attrition. This includes neighboring cities such as Hampton, 

Newport News, and Portsmouth, as well as several large AAA bond rated cities. A wide variety 

of communities, both neighbors and AAA cities, do not. There is no accounting for the total 

number of cities or communities that budget for attrition. Ultimately, like most practices, 

budgeting for attrition is a decision each individual city must make based on their own 

circumstances. Those that do often tailor the practice to best suit their own purposes and 

needs.  

As previously noted, it is important to point out that this forecast does not take attrition into 

account in its calculations. This has impacted the projected deficit in Fiscal Year 2019-20 and 

beyond. However, the City Manager will be reviewing all fiscal alternatives ahead of the 

submission of the Fiscal Year 2019-20 Operating Budget, including the pros and cons of 

budgeting for attrition.  

Budgeting for Attrition: What Do Other Cities Do? 
 

 

 

 

 

 

 

 

 

Source: Survey of Selected Cities by Budget & Management Services 

City S&P Rating Attrition? 

Chesapeake AAA No 

Suffolk AAA No 

Norfolk AA+ No 

Portsmouth AA Yes 

Hampton AA+ Yes 

Newport News AA+ Yes 

Durham AAA Yes 

Chandler AAA Yes 

Denver AAA Yes 

Scottsdale AAA Yes 

Fairfax AAA Yes 

Charlotte AAA Yes 

Seattle AAA Yes 

Greensboro AAA Yes 

Raleigh AAA No 

Winston-Salem AAA No 
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Impact of CIP projects and Ongoing Commitments 
CIP Operating Budget impacts and other commitments contained within the forecast are 

related to ongoing operational costs associated with several new, planned, or continuing City 

projects. Most notably, these projects include the Housing Resource Center; Burton Station 

Fire/EMS Station; further phase-in of the body camera program; information technology 

projects; and maintenance of newly constructed or improved roadways and the design and 

construction of a new dredge. Some of the above public safety commitments are funded as part 

of the 30 cents personal property dedication for public safety. It is important to note, however, 

that commitments associated with the public safety dedication are already higher than the 

money generated from this revenue source. Overall, the impact of these CIP projects and 

ongoing commitments are driving roughly one-fifth of the deficits in the final years of the 

forecast. The public safety budget has been the highest growing section of our City Budget. 

From FY 2012 through FY 2019, the public safety budget has grown by an annual average of 

3.34%. For comparison purposes, this growth is considerably higher than that of the overall 

budget, which has increased at 2.06% during the same time period. Additional funding will be 

required to meet public safety needs. 

Debt Service Expenditures 
Debt service expenditures in the forecast are based on currently authorized but unissued bonds 

and the amount of bonds in the adopted Capital Improvement Program.  

One of the keys to the City’s fiscal sustainability in the long run is staying within its Charter 

Bond limits. By City Charter, the City Council may annually increase $10 million of bond 

authorization in any given year in addition to the retirement of General Obligation Debt 

principal, which generally equates to about $65 to $75 million a year depending on the amount 

of General Obligation debt being retired. 

If additional bonds are authorized beyond the annual Charter Bond limits (projects backed by 

Public Facility Revenue Bonds), it is recommended that City Council consider a dedicated tax or 

increase monthly Enterprise Fund fees to cover the additional debt service.  
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Overall Expenditures 

 FY 19 Adopted FY 20 Forecast FY 21 Forecast FY 22 Forecast FY 23 Forecast FY 24 Forecast 

Personnel       

Personal Services       

Full-time $271,268,029 $280,334,059 $285,940,740 $291,659,555 $297,492,746 $303,442,601 

Part-time $7,625,775 $7,754,307 $7,909,393 $8,067,581 $8,228,932 $8,393,511 

Other $6,478,051 $6,672,393 $6,805,840 $6,941,957 $7,080,796 $7,222,412 

Overtime $11,922,747 $12,411,781 $12,660,017 $12,913,217 $13,171,481 $13,434,911 
       

Fringe Benefits       

VRS $39,625,451 $40,760,572 $44,435,191 $45,323,895 $49,205,300 $50,189,406 

Health $36,939,038 $38,047,209 $39,188,625 $40,364,284 $41,575,213 $42,822,469 

FICA $18,053,697 $18,631,009 $19,003,629 $19,383,702 $19,771,376 $20,166,803 

FICA Medicare $4,254,597 $4,357,252 $4,444,397 $4,533,285 $4,623,951 $4,716,430 

Other $6,381,787 $6,381,787 $6,381,787 $6,381,787 $6,381,787 $6,381,787 

       

Total Personnel $402,549,172 $415,350,368 $426,769,620 $435,569,262 $447,531,582 $456,770,330 

       

Operating       

Total Operating $172,918,484 $177,741,446 $182,184,982 $186,739,607 $191,408,097 $196,193,299 

Total Capital $7,782,685 $7,977,252 $8,176,683 $8,381,101 $8,590,628 $8,805,394 

       
Total Debt 

Service $52,883,834 $58,406,681 $60,931,570 $64,824,168 $65,588,313 $65,517,928 

CIP Operating 
Budget Impacts $0 $2,439,186 $5,171,733 $5,343,492 $5,606,733 $5,714,602 

Total Reserves $1,890,638 $2,500,000 $2,500,000 $2,500,000 $2,500,000 $2,500,000 

       

Transfers       

Schools $442,120,415 $446,791,534 $456,785,596 $467,174,673 $477,671,905 $488,438,456 

PAYGO $38,209,700 $39,055,420 $37,977,828 $34,840,172 $38,939,211 $41,531,066 

Other Transfers $33,425,892 $34,909,888 $35,948,379 $37,430,010 $38,941,274 $40,482,764 

Total Transfers $513,756,007 $520,756,842 $530,711,802 $539,444,856 $555,552,390 $570,452,286 
       

Total General Fund $1,151,780,820 $1,185,171,776 $1,216,446,391 $1,242,802,485 $1,276,777,744 $1,305,953,839 
Percent Change  2.90% 2.64% 2.17% 2.73% 2.29% 

 

Revenues 
As a summary to the previous discussion about revenues, the following briefly summarizes 

revenue assumptions. 

 Real estate revenues are forecasted to grow at an annual rate of 2.8% in FY 19-20 and 

then 2.7% each year in the out years of the forecast. The increase is attributable to a 
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healthier economy which has allowed more buyers to enter the marketplace and 

housing prices to increase. 

 Personal property revenues are forecasted to grow at 2.4% in FY 2018-19 and an

average of 1.5% each year from FY 2019-20 to FY 2022-23. Vehicle assessments

continue to grow due to a large number of new cars being purchased and used cars

retaining their value within the overall car market.

 Consumer driven revenues (such as general sales, hotel, restaurant, BPOL) continue to

grow; however, a higher level of uncertainty exists in these revenue streams as the

timing of the next economic downturn is not fully known. On average, these revenues

combined are projected to grow about 1.3% in FY 2019-20 and 1.8% each year over the

remainder of the forecast period.

FY 19 Adopted FY 20 Forecast FY 21 Forecast FY 22 Forecast FY 23 Forecast FY 24 Forecast 

Real Estate $532,803,561 $547,907,207 $562,519,744 $577,498,161 $592,848,234 $608,575,459 

Personal Property $159,729,356 $163,497,601 $165,848,741 $168,662,419 $171,084,191 $173,573,228 

General Sales $66,621,323 $66,745,446 $68,580,945 $70,466,921 $72,404,762 $74,395,893 

Utility $25,580,890 $26,203,325 $26,354,661 $26,507,142 $26,660,777 $26,815,578 

Telecommunications $23,756,947 $23,374,899 $22,907,401 $22,449,253 $22,000,268 $21,560,263 

Business License $48,669,429 $51,892,052 $53,059,623 $54,253,465 $55,474,168 $56,722,336 

Automobile $10,757,313 $10,692,769 $10,714,155 $10,735,583 $10,757,054 $10,778,568 

Cigarette $10,835,826 $10,433,892 $10,173,045 $9,918,719 $9,670,751 $9,428,982 

Hotel $7,699,337 $7,794,883 $8,095,525 $8,407,440 $8,731,053 $9,066,801 

Restaurant $44,933,289 $44,608,734 $45,943,176 $47,317,651 $48,733,360 $50,191,540 

Other $11,399,109 $11,704,971 $12,018,730 $12,344,172 $12,681,824 $13,032,234 

Permits, Privilege Fees, etc. $5,633,663 $5,633,663 $5,633,663 $5,633,663 $5,633,663 $5,633,663 

Use of Money and Property $7,792,610 $8,259,749 $8,469,216 $8,684,968 $8,907,193 $9,136,084 

Charges for Services $39,598,917 $39,988,570 $40,382,119 $40,779,604 $41,181,064 $41,586,538 

Miscellaneous $6,760,994 $6,920,067 $6,934,157 $6,948,530 $6,963,189 $6,978,142 

Fines and Forfeitures $5,546,186 $5,290,510 $5,258,299 $5,226,731 $5,195,796 $5,165,479 

State $104,193,305 $105,512,564 $106,906,093 $108,328,205 $109,771,991 $111,237,782 

Federal $22,634,684 $22,634,684 $22,634,684 $22,634,684 $22,634,684 $22,634,684 

Fund Balance $507,970 $409,000 $0 $0 $0 $0 

Transfers $16,326,111 $16,453,518 $16,626,008 $16,800,755 $16,977,792 $17,157,150 

Total General Fund $1,151,780,820 $1,175,958,104 $1,199,059,986 $1,223,598,068 $1,248,311,813 $1,273,670,403 

Percent Change 2.10% 1.96% 2.05% 2.02% 2.03% 

Total Balance $0 -$9,213,671 -$17,386,404 -$19,204,418 -$28,465,931 -$32,283,437 

Total Balance 
The deficits displayed in the out years of the forecast will be positively or negatively impacted 

by issues like general economic activity, annual costs of health care, VRS rates, overall revenue 

growth rates, and choices made going forward with respect to budgeting for attrition. Please 
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note that while year one of the forecast has a large deficit to begin with, the City is legally 

required to end up with a balanced budget. In the spring, the City Manager will present a 

fiscally prudent budget proposal that solves the presently forecasted deficit. Thus, the actual 

deficit on July 1, 2019 will be $0. The steps taken to eliminate the $9.2 million deficit for the 

Fiscal Year 2019-20 Operating Budget will also have a corresponding impact on the deficits 

currently projected in future years, thereby reducing those amounts from the values as they are 

shown in this forecast.  

Enterprise Funds 
Last year, the Appendix included a summary of Enterprise Funds. It is anticipated that City 

Council will receive thorough briefings on the individual status of the major Enterprise Funds 

early in calendar year 2019. Therefore, no detailed information regarding the anticipated 

condition of the City’s Enterprise Funds in Fiscal Year 2019-20, or in subsequent years, is 

provided in this year’s Five-Year Forecast. 
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School Operating Budget Revenue and 
Expenditure Assumptions 

Mission 
The Virginia Beach City Public Schools (VBCPS), in partnership with the entire community, will 

empower every student to become a life-long learner who is a responsible, productive and 

engaged citizen within the global 

community. 

Strategic Plan 
The strategic framework, 

Compass to 2020, sets the vision 

and guides the work of VBCPS 

for the next five years and charts 

the course for teaching and 

learning across the school 

division with the focus of 

ensuring that every student is 

challenged and supported to 

reach his or her potential. 

Five-Year Forecast 
This forecast is based on 

historical data as well as 

assumptions derived from 

various sources, including 

reports generated by the Center 

for Economic Analysis and Policy 

at Old Dominion University. 

There are many unpredictable 

factors affecting the projection 

of revenue and expenditures. As 

such, the forecast is presented 

with the knowledge that it has been adjusted for all relevant factors we are aware of at this 

time. A series of assumptions were developed to arrive at the amounts presented. These 

assumptions are based upon information known currently and projections will lose some of 

their validity as we forecast further into the future.  

The School Operating Budget provides for the day-to-day operations and maintenance of the 

division. Since more than 87 percent of the total fiscal year (FY) 2018/19 budget is appropriated 
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in the School Operating fund, this Five-Year Forecast focuses on providing details about that 

fund.  

Revenue Assumptions 
This forecast reflects increases in revenue at the state and local levels and continues to reverse 

the impact of significant cuts VBCPS has sustained since 2008. 

 State Shared Sales Tax  

o Expected to increase by 2.5% for FY 2019-20, the second year of the State’s 

2018-20 biennial budget 

o Increasing by 2.75% in FY 2020-21 and 2021-22, and by 3.0% for each of the 

forecast years from FY 2022-23 to FY 2023-24 

 Other State Revenue 

o Expected to increase 2.5% plus $6.73 million (compensation supplement 

incentive program payment) for 2019-20 

o Increasing by 2.75% in FY 2020-21 and 2021-22, and by 3.0% for each of the 

forecast years from FY 2022-23 to FY 2023-24 

 Local Revenue Sharing Formula 

o Expected to increase a little over 1% for FY 2019-20 

o Increasing slightly more than 2% each of the forecast years from FY 2020-21 to 

2023-24  

 Federal Revenue 

o Expected to remain flat at approximately $12.2 million from FY 2019-20 to FY 

2023-24 

 Other Revenue Sources 

o Anticipate reducing the reliance on reversion funding by $1 million each year of 

the forecast period  

o Sandbridge Tax Increment Financing (TIF) funds of $409,000 will be diverted to 

the School Operating Budget for the FY 2019-20 forecast year 
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Revenues by Major Source 

 

Expenditure Assumptions   
This forecast illustrates that changes to salary and benefit compensation parameters can have a 

significant cost impact for VBCPS, considering that expenditures of this type account for over 

three-quarters of the School Operating Budget. 

 Personnel Services and Fringe Benefits 

o Salary increase of 3.0% for FY 2019-20 and 2.0% for each of the forecast years 

from FY 2020-23 to FY 2023-24 

o Health insurance rates are projected to rise by 3% each year from FY 2019-20 to 

FY 2023-24 

o Funding to continue the expansion of full-day kindergarten will be allocated each 

forecast year from FY 2020-21 to FY 2022-23 

 Non-Personnel 

o All non-personnel budget line items impacted by inflation are expected to 

increase by approximately 2.5% each year of the forecast period 

o Capital outlay expenditures are expected to increase by approximately $450,000 

to purchase five additional replacement school buses each year from FY 2019-20 

to FY 2022-23  

 FY 2018-19

Adopted 

 FY 2019-20

Forecast 

 FY 2020-21

Forecast 

 FY 2021-22

Forecast 

 FY 2022-23

Forecast 

 FY 2023-24

Forecast 

Revenue Sharing Formula 442,120,415   446,791,534   456,785,596   467,174,673   477,671,905   488,438,456   

Schools Use of Sandbridge TIF 409,000         409,000         -                    -                    -                    -                    

From the Use of Money and Property 477,000         477,000         477,000         477,000         477,000         477,000         

Charges for Services 2,816,638      2,816,638      2,816,638      2,816,638      2,816,638      2,816,638      

Miscellaneous Revenue 224,703         224,703         224,703         224,703         224,703         224,703         

State Shared Sales Tax 75,344,490     77,228,102     79,351,875     81,534,052     83,980,073     86,499,475     

Other State Revenue 272,725,078   286,276,659   294,149,267   302,238,372   311,305,523   320,644,689   

Federal Revenue 12,200,000     12,200,000     12,200,000     12,200,000     12,200,000     12,200,000     

School Reversion/Fund Balance 6,800,000      5,800,000      4,800,000      3,800,000      2,800,000      1,800,000      

813,117,324   832,223,636   850,805,079   870,465,438   891,475,842   913,100,961   
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Expenditures by Type 

 

 

Utilizing the revenue and expenditure assumptions above, VBCPS is projecting the following 

deficits over the forecast period.  

 
FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 

Baseline Forecast $(9,817,279) $(10,217,160) $(10,563,310) $(9,913,185) $(7,039,690) 

 

Budgetary Goals and Challenges 
There are many factors unique to school divisions that can trigger educational cost increases 

that outpace inflation. For example, increases in labor costs due to rising student enrollment or 

changes in staffing standards can drastically impact school budgets because K-12 education is 

highly labor intensive. Understanding these factors provides a greater appreciation of the 

financial challenges that schools confront today and of the environmental context in which 

budgeting decisions must be made. The following factors place considerable pressure on school 

budgets: 

 Programmatic Priorities – Our community demands high achievement, as well as the 

availability of programs and opportunities to address each student’s individual needs. 

The strategic framework, Compass to 2020: Charting the Course, was unanimously 

adopted by the School Board on Dec. 16, 2014, following nearly a year’s worth of work 

and community input. This framework provides, through well-articulated goals and 

strategies, a true heading to guide the work of educators. Meeting the expectations of 

our community and achieving the goals outlined in Compass to 2020 requires that 

VBCPS allocate resources thoughtfully, strategically and efficiently.  

 FY 2018-19

Adopted 

 FY 2019-20

Forecast 

 FY 2020-21

Forecast 

 FY 2021-22

Forecast 

 FY 2022-23

Forecast 

 FY 2023-24

Forecast 

Personnel Services 471,393,129   485,534,923   496,850,242   508,391,868   520,164,328   530,567,614   

Fringe Benefits

FICA 35,882,382     37,143,422     38,009,044     38,891,978     39,792,571     40,588,422     

VRS 71,058,250     76,131,876     77,906,118     79,715,845     81,561,767     83,193,002     

Health Insurance 60,655,983     62,475,662     64,349,932     66,280,430     68,268,843     70,316,909     

Life Insurance 5,820,627      6,360,507      6,508,738      6,659,933      6,814,153      6,950,436      

All Other Fringe Benefits 3,299,581      3,299,581      3,299,581      3,299,581      3,299,581      3,299,581      

Contractual Services 50,138,408     51,391,868     52,676,665     53,993,582     55,343,421     56,727,007     

Other Charges 54,852,900     56,224,223     57,629,828     59,070,574     60,547,338     62,061,022     

Capital Outlay 5,402,082      5,852,082      6,302,082      6,752,082      7,202,082      6,085,421      

Land, Structures and Improvement 222,577         222,577         222,577         222,577         222,577         222,577         

PAYGO 500,000         

Debt Service 41,951,320     45,356,997     45,153,910     45,569,058     45,921,986     47,807,686     

Transfers to Other Funds

Athletics Fund 4,524,774      4,524,774      4,524,774      4,524,774      4,524,774      4,524,774      

Categorical Grants Fund 3,612,280      3,612,280      3,612,280      3,612,280      3,612,280      3,612,280      

Green Run Collegiate Fund 3,803,031      3,910,143      3,976,468      4,044,186      4,113,327      4,183,920      

813,117,324   842,040,915   861,022,239   881,028,748   901,389,027   920,140,651   
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o The FY 2018-19 School Operating Budget includes $6.75 million in funding to 

support VBCPS’ plans to continue a phased in expansion of preschool and full-

day kindergarten over the next several years. Virginia Beach City Public Schools is 

one of only three school divisions in the Commonwealth that do not currently 

offer full-day kindergarten to all eligible students. The planned implementation 

will expand full-day kindergarten to 53 elementary schools and increase the 

number of at-risk students served in the division’s preschool program from 704 

to 1,154 students by FY 2021-22. Full-day kindergarten is currently offered at 35 

elementary schools with plans to add between 15 and 18 full-day classes each 

year. The preschool expansion will require the addition of six classes each year 

for four years and one additional class in the final year of expansion. The $6.75 

million budget is sufficient to fund the annual costs of implementing and 

expanding these programs for the first three years of the five-year plan, through 

FY 2019-20. Funding to complete the multi-year phased implementation of full-

day kindergarten is reflected in the School Operating Budget for each forecast 

year from FY 2020-21 to FY 2022-23 

 Technology – The five-year framework outlined in Compass to 2020 charts the course 

for teaching and learning across the division with the focus of ensuring that every child 

is challenged and supported to reach his or her full potential. The framework’s 

strategies include providing students with personalized learning opportunities that 

incorporate the use of digital resources to prepare them for employment or post-

secondary educational opportunities in a globally-competitive environment. In support 

of this strategic objective, the division has completed the final phase of its 1:1 

technology initiative to provide Chromebooks to every student in grades one through 12 

at all 86 schools and centers. Additionally, the division has allocated one-time funding 

from multiple sources to replace broken and aging whiteboards with standalone 

interactive displays to further support transformational learning experiences for all 

students. This project will make it possible for students and staff to take advantage of 

enhanced features available in these interactive flat panel systems while alleviating the 

costly maintenance needs of the projector-based systems currently in place. A $20 

million systematic six-year replacement plan has been developed with a goal to install 

new panels in each school in the division by the 2023 school year, or sooner, as funding 

permits. The fiscal challenge moving forward will be to identify approximately $3.5 

million in funding for ongoing annual expenses related to device and display 

replacement/refreshment. It is evident that the purposeful use of technology will be 

integral to the instructional program as the division prepares students to master not 

only course content but globally competitive skills such as creativity, collaboration, 

critical thinking, communication and citizenship.  

 Employee Compensation – In support of goal four of the strategic framework, VBCPS is 

focused on placing a premium on recruiting, hiring, supporting and retaining high-



Five-Year Forecast FY 2019-20 through FY 2023-24  Page | 47  
 

quality staff in all positions. One of the top strategies aimed at addressing this goal is to 

provide a competitive compensation and benefit plan for employees. VBCPS ranks No. 1 

in the Hampton Roads region for entry-level teacher salary compensation. In recent 

years VBCPS has budgeted funds, as available, to take incremental steps toward 

addressing internal equity and compression issues identified in the Unified Pay Scale. 

The FY 2018-19 School Operating Budget fully funds the remaining equity adjustments 

for eligible employees, marking the completion of a six-year process. Additional needs 

have been identified in other areas of compensation, primarily associated with 

increasing allowances for advanced degrees, reclassifying teacher assistants and moving 

selected positions to the Teacher Pay Scale. Improvements recommended by the 

administration would require budget increases totaling nearly $10.4 million in ongoing, 

annual expenses.    

 Employee Benefits – The national trend for health care costs is rising, partially as a result 

of increasing expenses for hospital stays and prescriptions. Locally, VBCPS did not 

increase employee premiums in FY 2017-18 and made every effort to keep any increase 

as small as possible in the current fiscal year. The FY 2018-19 School Operating Budget 

includes a moderate 1 percent increase in employee premiums along with a 1 percent 

increase to the employer cost for health care. Moving forward, VBCPS is projecting a 3 

percent increase each year of the Five-Year Forecast. This favorable trend can be 

attributed to plan design changes, better education and communication, 

implementation of an online enrollment tool, a partnership with the Sentara Quality 

Care Network and a redesigned employee wellness program. As a result of these 

improvements, the health fund balance has grown over the last two years. The 3 

percent trend forecasted in future years assumes that the division will likely draw from 

the health fund balance to cover some expenses for the health plan. The Benefits 

Executive Committee (a group with members from the city and school staffs) along with 

Mercer, a health care consulting firm, will continue to monitor medical expense claims, 

workplace needs, market trends and Federal legislation that could impact costs.  
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 State and Federal Mandates – VBCPS must comply with State and Federal mandates 

that significantly impact divisionwide needs and priorities. Mandates are not always 

funded and can pose a financial burden on localities and school divisions. In 2011, the 

Virginia General Assembly created the Governor’s Task Force for Local Government 

Mandate Review. The task force was asked “to review state mandates imposed on 

localities and to recommend temporary suspension or permanent repeal of such 

mandates, or any other action as appropriate”. In August 2015, the Governor’s Task 

Force issued an interim report with recommendations for the General Assembly to 

consider. This task 

force expired on July 

1, 2018; no additional 

reports have been 

issued. As of 

September 2017, the 

total impact of State 

and Federal unfunded 

mandates to VBCPS 

was $44 million. 

Approximately $16 

million of that total 

are mandates that 

originated either 

from the General Assembly or the Virginia Department of Education. The financial 

impacts of Federal mandates outlined in the Every Student Succeeds Act of 2015 (ESSA), 

the new accountability model that replaced the No Child Left Behind (NCLB) Act of 2001, 

have not yet been fully assessed.  

 Lagging State Funding – Public education policy changes at the state level significantly 

and routinely underfund education. State spending allocated to school divisions is 

driven by student enrollment and local ability to pay. According to a report on State 

education spending released by the Joint Legislative Audit and Review Commission in 

September 2016, after adjusting for inflation and increased enrollment, Virginia now 

spends 9 percent less on K-12 instruction than it did in 2005. The Virginia Department of 

Education reported that inflation-adjusted State per-pupil funding declined from $4,275 

in 2009 to $3,647 in 2016, or by $628 per pupil. Costs for educating students did not 

decline during the same period.  

 School Safety – Because children and schools are the heart of a community, the topic of 

school safety and security is routinely discussed and analyzed. In April 2018, VBCPS 

Superintendent Dr. Aaron Spence called for the formation of a Blue Ribbon Panel on 

School Safety and Security to analyze the school division's safety procedures, 

infrastructure and practices. This panel was to identify the division's current best 
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practices as well as potential areas of improvement. The panel presented 11 

recommendations to the School Board during a summer retreat. The School Board 

passed a resolution at its Oct. 9 meeting to use more than $1 million in reversion funds 

to support the panel’s recommendations during FY 2018-19. These funds will go to 

bolster security infrastructure around the division, including adding more cameras in 

schools, expanding access control for staff in buildings, moving security desks closer to 

school entrances to check in guests as well as increasing external fencing to some school 

campuses. This dedicated funding is the latest financial allocation targeted to help fund 

VBCPS' security enhancements. This September, three months ahead of schedule, a new 

buzz-in system for all 86 of the division's schools and centers was installed. Throughout 

the year, administration will continue to develop, implement and expand the use of new 

and existing resources where appropriate to meet the Blue Ribbon Panel's 

recommendations. Overall budget implications could prove to be costly. 

 Structurally Flawed Operating Budget – The FY 2018-19 budget marks the ninth 

consecutive year VBCPS has had to rely on one-time reversion funds to augment the 

School Operating Budget and pay for recurring expenses. While the use of one-time 

funding has helped bridge the gap between the revenue available and expenditures, the 

use of these funds to pay for ongoing costs has created a structural imbalance that 

requires recurring revenue to resolve. Relying on one-time dollars for ongoing expenses 

is simply not a sustainable budget strategy.  

 Enrollment and Demographics – Costs associated with Average Daily Membership 

(ADM) and changing student demographics can impact school-based positions 

generated through staffing formulas and per pupil allocations.  

A slow decline in student enrollment is projected to continue divisionwide over the upcoming 

five-year projection window. According to the Weldon Cooper Center for Public Service at the 

University of Virginia, VBCPS is among the majority of Virginia school divisions with respect to 

declining enrollment trends. 

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

Actual 68,430 68,011 67,323 67,154 66,820

Projected 68,965 68,140 67,859 66,984 66,898 66,612 66,398 66,047 65,606 65,033
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Closing Thoughts and Summary of Financial Data 
 

The Regional Economy is Back, But:  In general, urban areas are booming. The second 

decade of the 21st Century has witnessed the renaissance of the city center. As the distance 

between the present and the Great Recession grows, so too does the health of the economy in 

most areas of the country. Here in Hampton Roads, job totals have finally exceeded the pre-

recessionary peak of summer 2007. In Virginia Beach, the unemployment rate is poised to start 

with a “2” for the first time since December 2007. Other data points, such as those centering on 

metrics involving tourism, defense, the Port of Virginia, and housing, all also indicate growth, 

positivity, and overall well-being. And yet, there is something missing. According to the ODU 

Dragas Center 2018 State of the Region, nearly every job added above the 2007 numbers in 

Virginia has been either in Northern Virginia or in Richmond. When looking at Virginia Taxable 

Income, a similar picture emerges: recovery and slight increases in Hampton Roads, but surges 

elsewhere in the Commonwealth. What does this mean? On one hand, it is a story of success. It 

also means that Virginia Beach can finally look forward again, rather than always peering into 

the rear-view mirror. As the ultimate conclusion of the ODU State of Region posits: “it does 

appear that it is morning again in Hampton Roads.” But there is another outcome to be mindful 

of: when it comes to the regional competition for employment, for firms, for quality of life, and 

ultimately upon people’s decisions on where to live, work, and play, Hampton Roads’ modest 

gains must contend with the leaps and strides that have been made in places such as Northern 

Virginia, Richmond, Raleigh-Durham-Chapel Hill, and Charlotte.  

Forecasted Deficit:  As is shown throughout this report, our City and School budgetary starting 

point for Fiscal Year 2019-20 are one of deficits. The deficit of just over $9 million in the City 

General Fund is primarily driven by compensation decisions past and present, as well as using 

attrition funding to offset the loss of the cigarette and automobile tax increases proposed in FY 

2018-19. In total, compensation decisions of the past are responsible for one-third of the 

forecasted Fiscal Year City General Fund 2019-20 deficit; compensation present is the driver of 

around 40% of the cumulative City General Fund deficit; and removed tax revenues are the 

reason for one-fourth of the City General Fund 2019-20 deficit. Yet, it is essential to note that 

this deficit will be closed and the budget will be fully balanced by the time that the City 

Manager’s Proposed Budget is presented to Council in March 2019. Likewise, the School Budget 

will also be balanced by the time of the School Board’s consideration of the Fiscal Year 2019-20 

Superintendent’s Estimate of Needs.  

Budgeting for Attrition:  The concept of budgeting for attrition is not new. However, the form it 

may take within the City of Virginia Beach’s Operating Budget from here on out could be. The 

intent of this forecast is to begin the discussion about if and how Virginia Beach might engage in 

the practice of budgeting for attrition. This conversation is not one that should be discussed 

lightly and it is one that should not end with the presentation of today’s Five-Year Forecast. This 
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topic is of vital importance to the future fiscal health, our bond ratings, and financial practices 

of the City of Virginia Beach.  

Recession Forthcoming?:  Unfortunately, recessions happen. This is especially true the more 

time that has passed without one. Though the effects of the Great Recession were long in 

duration, the fact of the matter is that a decade has now passed. Although national economic 

growth, especially as measured by quarterly GDP gains, has been strong lately, warning signs 

are present. Trade markets are incredibly volatile, recent corporate earnings calls have been 

dominated by the fear of tariffs, and America’s ability to inject rapid fiscal stimulus in a future 

crisis is limited by high current budget deficits and its ability to implement quick corrective 

monetary policy is limited by low existing interest rates.  

Furthermore, the present growth has created immediate economic demand that cannot be 

satisfied with present conditions. Such demand ultimately causes a reaction that puts pressure 

on prices, wages, and interest rates. As that demand vanishes over time, this leaves an 

economy that is structurally out of balance. Already, some of these trends have begun to 

materialize as there are well-documented struggles to find labor in numerous fields, plus the 

Federal Reserve is on a sustained long-term rate hike trajectory.  

Between all these factors, the starting conditions for a course correction may be present in 

America’s economy as we move into 2019-20. Over the long-term, both public and private 

sector forecasters widely agree that the economic growth currently driving the American 

economy will slow down to a point of well under 2% growth throughout the 2020s. In the short 

term, more and more prognosticators are expecting a recession in the coming years. As one 

observer, the chief economist at Wrightson ICAP, recently said, “any year from 2019 onward is 

in play.”  

City of Virginia Beach policymakers must be mindful of these trends and this looming possibility 

as budgetary decisions are considered and evaluated throughout the coming years. 
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